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This 2002 Annual Report reviews the operating results of Fording Inc. 


and its three distinct business segments to December 31, 2002. 


While the main purpose of this Annual Report is to highlight the opera- 


tional activities and financial results of Fording’s Mountain, Prairie and 
Industrial Minerals operations, it also introduces the significant changes 
that occurred in early 2003 when Fording Inc. converted into the Fording 
Canadian Coal Trust, and the Fording Coal Partnership was formed. As 
such, this will be the last Annual Report of Fording Inc. 

As part of these major changes, Fording Inc.'s Prairie Operations were 
sold and new metallurgical coal assets were acquired. These newly 
acquired assets, together with Fording’s existing metallurgical coal oper- 
ations, were transferred into the Fording Coal Partnership. Teck Cominco 
Limited also contributed assets to the Fording Coal Partnership that is 65- 
percent owned by the Fording Canadian Coal Trust and 35-percent owned 
by Teck Cominco Limited. Fording Inc.'s Industrial Minerals Operations are 
100-percent owned by the Fording Canadian Coal Trust. 

This document should be read as a report on the last full operating year 


of Fording Inc. prior to its conversion into the Fording Canadian Coal Trust. 


ING 


FROM THE CHAIRMAN 


As incoming chairman this is certainly an exciting time 
to be associated with Fording, the world’s second-largest pro- 
ducer of export metallurgical coal. That hard-earned position 
speaks volumes about our organization and its people. 
During my tenure as chief financial officer of Canadian 
Pacific Limited, | reqularly saw the measures of Fording’s suc- 
cess. Results like sales volumes, net income, return on capital 
and free cash flow always reflected high-quality assets oper- 
ated by a superior management team...and made Fording 
a prized member of the CP group of companies. 

Coal played a major role in the development of our 
nation. It fueled the railways that opened the West and 
the ships that opened international waters. Coal contin- 
ues to play an integral role in the economies of Canada 
and the world, fuelling almost 40 percent of the world’s 
electricity and the production of more than two-thirds of 
the world’s steel. Canada has long been regarded as one 
of the world’s premium suppliers of high-quality metal- 
lurgical coal, thanks, in large part, to Fording. 

Now, through a bold series of steps, all of Canada’s 
export metallurgical coal producers have common man- 
agement that can offer enhanced marketing, product and 
shipping options to customers while optimizing produc- 
tion... making Canada even more attractive as a supplier 
of coking coal to steel producers. 

It is truly an honour for me to serve as the first chairman 
of the Fording Canadian Coal Trust as we look forward to 
capitalizing on the complementary strengths of our mines, 


our experience and, most importantly, our employees. 
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CANADIAN 


C OAL. 7 RUST 


One of my first duties in my role as chairman is to 
acknowledge the outstanding work of my predecessor, 
Dick Haskayne, who deserves our heartfelt thanks and 
gratitude for his leadership and his 19 years as a director 
of Fording. Dick’s experience and dominant presence in 
Canada’s energy sector helped Fording maintain a steady 
course through the events of the past five months. 

| also want to extend our gratitude to the other retiring 
members of Fording’s board: Jack Morrish, former chairman, 
president and CEO of Fording, and a director for 26 years; 
and Robert Peterson, former chairman and CEO of Imperial 
Oil Limited. Both made valuable contributions to the com- 
pany. We are fortunate to have directors Roger Phillips, 
Harry Schaefer and John Zaozirny providing important 
continuity to Fording as they carry on as independent 
trustees and/or directors of the new corporate structure. 

| would also like to welcome Messrs. Dr. Lloyd Barber, 
Mike Parrett, William Stinson, Peter Valentine and Robert 
Wright as trustees, along with Dr. Norman Keevil, Richard 
Mahler and David Thompson who, with our continuing 
directors, will provide you with a strong and vigilant 
board. 

Finally, | want to thank all the employees for their 
patience and loyalty during this time of transition. | look 
forward to what promises to be an exciting year as we 
maximize the synergies and strengths of six world-class 
mining operations that now form the earning power of 


the Fording Canadian Coal Trust. 


M.Af Grandin 
Chairman and Chief Executive Officer 
Fording Canadian Coal Trust 


LETTER TO 
SHAREHOLDERS 


The past 12 months at Fording have been marked by 
continued successes, a degree of uncertainty, and signifi- 
cant transition as Fording experienced its greatest corpo- 
rate changes ever. As a result of those changes, Fording Inc. 
has become the Fording Canadian Coal Trust, which holds 
a 65-percent interest in a partnership that brings together 
Canada’s finest metallurgical coal producers to form a more 


efficient and synergistic export coal entity. 


YEAR IN REVIEW 

The year began with protracted negotiations for the 
2002-2003 coal year that eventually resulted in the aver- 
age price for coal sales in 2002 being 10 percent higher 
than the average price realized in 2001. While the price 
increase was favourable, Fording’s overall sales volumes 
decreased and we found ourselves carrying a dispropor- 
tionate amount of inventory through 2002. 

Being a “price leader” in world markets often carries a 
price of its own. As Britain’s formidable Prime Minister, 
Margaret Thatcher, once said, “You cannot lead from the 
crowd.” It is even more difficult to lead when the path you 
choose is one that represents long-term interests and 
opportunities that benefit customers and shareholders 
alike, along with all contributing parts of the coal chain. 

There is no doubt this was a factor in Fording’s results 
over the past 12 months, and we can only learn from the 
experience. The markets for high-quality metallurgical 
coal remain well balanced, and we have already made 


positive strides toward regaining full operational capaci- 


ty in 2003 at our highly competitive operations. 

While sales declined, Fording’s long-term measures to 
enhance cost and production efficiencies helped us main- 
tain our position as the world’s second-largest exporter 
of metallurgical coal. Production from our Mountain 
Operations was effectively managed to adjust for the 
lower sales volumes. 

Then almost exactly one year after Fording went pub- 
lic, we were delighted to report the scope of our Prairie 
Operations was about to expand. On October 1, Fording 
announced it had won a five-year contract from TransAlta 
Corporation to provide mining services to TransAlta’s 
Sundance and Keephills power plants from the Highvale 
mine. The awarding of this contract was a testament to 
Fording’s proven ability to provide low-cost coal to its 
long-term customers, TransAlta and EPCOR, and effective- 
ly added 12 million tonnes to our annual sub-bituminous 
coal production. 

The news was quickly overshadowed, however, by an 
event that was much larger, with significant implications 


for everyone at Fording. 


EXCELLENCE RECOGNIZED 

Our first full year as a public company was just behind 
us when, on October 21, 2002, Fording became the target of 
an unsolicited takeover bid by Sherritt Coal Partnership Il, 
an entity jointly owned by Sherritt International Corpora- 
tion and Ontario Teachers’ Pension Plan Board. Overnight, 
our company became a front-page story for Canada’s busi- 
ness media who rarely focus their gaze on the inherent 


value and attraction of Canada’s coal industry. 
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This leap from obscurity to headlines was best cap- 
tured by Mr. Daniel A. Roling, First Vice President and 
Senior Industry Specialist for Merrill Lynch in New York, 
who summarized the bid with the following quote: 

“Hard assets may be back in vogue. Sherritt Coal Part- 
nership Il has made a surprise (and hostile) cash takeover 
bid for Fording Inc. Real assets, real cash, and real compa- 
nies are sought after.” 

While “hard assets” may be back in vogue, they never 
went out of style at Fording, a reflection of our belief that 
nurturing and developing our world-class coal operations 
over time would be the most effective way to grow share- 
holder value. 

Combine that thought with impressive low-cost 
reserves, a global network of customers and a commit- 
ment to product excellence, and you have several of the 
key reasons why Fording had evolved into the world’s sec- 
ond-largest coal exporter, and why it became such an 
attractive takeover target. 

The irony of the events of the past five months is that 
the Board of Fording Inc. had already recognized that a 
move into a trust would be innovative, complementary and 
highly suitable to the assets within the Fording family of 
mine operations. For that reason, steps were initiated early 
in 2002 to facilitate Fording’s transition into an income 
trust. Consequently, on the same day as the unsolicited 
takeover bid, Fording’s board was able to announce an 
alternative to the cash offer. This decision recognized that 
such a business structure would be a win-win for existing 
shareholders by placing more dollars into their hands from 
a proven array of performers, while providing enhanced 
opportunities for growth within a dynamic new coal trust. 

This fact was clearly recognized by others as well. As 
the year closed, uncertainty reigned as Fording’s organ- 


ized effort to move its operations into an income trust 
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carried over into 2003, with Fording ultimately reorgan- 
ized into a new, more robust structure with many parties 
investing financially, contributing metallurgical coal 
assets, or both. Fortunately, the essence of Fording’s origi- 
nal trust concept survived and acted as a catalyst to bring 
major changes to Canada’s export coal industry... changes 
that were enhanced by the collective participation of our 
nation’s major metallurgical coal players. 

The multi-party agreement now in place between 
Fording Inc., Teck Cominco Limited, Westshore Terminals 
Income Fund, Ontario Teachers’ Pension Plan Board and 
Sherritt International Corporation has created a new enti- 
ty called the Fording Canadian Coal Trust (Fording Trust), 
which now holds approximately 65 percent of the new 
Fording Coal Partnership that combines the metallurgical 
coal assets of Fording, Teck Cominco and the Luscar Ener- 
gy Partnership. The Trust also maintains 100 percent own- 
ership of Fording’s industrial mineral holdings, while 
ownership of Fording’s Prairie Operations is now held by 
Sherritt Coal Partnership Il. 

This amalgamation has solidified Fording Coal Partner- 
ship’s position as the world’s second-largest producer of 
metallurgical coal. The inclusion of Teck Cominco’s Elkview 
mine and Luscar’s Line Creek and Luscar mines means the 
Fording Coal Partnership now accounts for approximately 
20 percent of global seaborne metallurgical coal. One of our 
industry’s daily trade papers described the Fording Coal 
Partnership as a “metallurgical coal giant.” 

We couldn’t agree more. 

Coal has played a fundamental role in the production 
of steel since the Industrial Revolution, and it remains an 
essential component of global steel production — all the 
more reason to applaud this dynamic restructuring with- 
in Canada’s metallurgical export coal industry. This event 


has certainly been along time coming, and it accomplish- 


es what the Board of Fording Inc. had always held as its 
mandate... to unlock the value in Fording for our share- 
holders. The emergence of the Fording Trust honours that 
commitment. 

This was a particularly interesting time as we found 
ourselves thrust under the microscope of North America’s 
business media. After the investment debacle of the high- 
flying technology sector in 2000, North America’s business 
commentators and pundits developed a newfound fasci- 
nation with old-economy value. In Fording’s case, this 
value can be communicated via countercurrents; that is, 
seemingly opposable or contradictory forces that would 
appear to conflict with each other, yet actually combine 
to form a company that is stronger from the merging of 
disparate elements. 

Few industries can claim to be as “old world” or funda- 
mental as the coal industry with its history that spans 
2,500 years. Not only does Fording possess all the honour- 
able traits of an old-economy stalwart, but throughout its 
steady, measured growth over the years, we’re proud to 
say that management has had the keen sense to recog- 
nize the qualities, processes, methods and technologies of 
the new economy that have helped to balance and 
enhance Fording’s extensive old-world assets. 

- Since our first shipment of export coal left the Elk Valley 
in 1972, Fording has grown and prospered in the face of 
challenging market conditions and aggressive competitors 
from Australia, Canada and the United States. Yet through- 
out this period, Fording’s return on capital has consistently 
ranked among the top of our mining peers for both one- 


and five-year periods, including 2001". 


*Globe and Mail Report on Business magazine, July 2002 


COUNTERCURRENTS WITH DEPTH 

In Fording’s case there is a kinetic linkage of opposing 
yet complementary forces that have created a formidable 
entity. Our assets and management have always been top- 
notch and complementary, and they will continue to be so 
in the Fording Coal Partnership. 

Prior to the creation of the Fording Canadian Coal 
Trust, Fording’s stable of operations combined profitable 
mines buttressed with top-notch management and an 
enviable record of growth and profitability that had been 
tested and proven through the worst market cycles of the 
modern coal industry. 

Fording has maintained an enviable record of growth 
over the long term. It has always been our philosophy that 
if you manage your business well and have skilled 
employees who excel at their jobs, you will achieve better 
returns on your investments than the market averages. 
Fording has consistently proven this out as a member of 
the Canadian Pacific group of companies and in the short 
time that we have been a public company. We fully intend 
to deliver the same performance and market leadership 
to the many unitholders of the Fording Trust through the 
Partnership, an entity that combines the strongest players 
in Canada’s export coal industry. 

As you read this message, work continues on the 
integration of the coal assets that form the Fording Coal 
Partnership. Yes, it will take some time to fully achieve the 
considerable synergies and operational benefits that will 
be realized over the near, medium and long term, but effi- 
ciencies and savings are already being gained. 

A1996 economic study of Canada’s coal industry found 
that a mid-sized Canadian export coal mine had an average 
of 2,200 suppliers. With Canada’s six leading export mines 
underpinning the Fording Coal Partnership, the economies 
of scale from a purchasing standpoint alone will be sig- 


nificant. 
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Marketing synergies will be attained by optimizing 


products to meet customer requirements from the Partner- 


ships’s diverse basket of producers. The wider scope of 
mine operations combined with broader expansion and 
development opportunities within the Partnership will 
also maximize its ability to bring on the most cost-effec- 
tive production in response to market conditions, thereby 
enhancing the competitiveness of Canada’s metallurgical 


coal sector. 


A NEW ERA 

And so we find ourselves standing at the threshold of a 
new era in Fording’s history. Looking forward, the Fording 
Coal Partnership has the capacity to produce 25 million 
tonnes and the ability to expand production with little 
additional capital cost. Through the Partnership, Fording 
possesses an even broader range of cost-competitive coal 
products that will meet the needs of any steel mill in the 
world. And as premium-priced, higher-quality coals 
become increasingly scarce, we look forward to expanded 
market opportunities for the Partnership’s high-quality, 
mid-volatile coals that are proven in the marketplace. 

The factors we alluded to earlier, the countercurrents 
that made Fording a world leader in the international 
coal industry, typify the same characteristics the mem- 
bers of Canada’s export coal industry will bring to the 
Fording Trust. Later in this report you will find numerous 
examples of countercurrents, each highlighted through 
text and visuals to demonstrate Fording’s “real assets”. 
These characteristics made Fording a market leader, and 
they will continue to do so. 

Under the capable leadership of Teck Cominco Limited 
as managing partner, the Fording Coal Partnership will 
benefit from the combined talents and skills of the 
employees of Fording, Teck and Luscar. Together they are 


dedicated to building a world-class competitive entity we 
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can all be proud to be associated with. 

At the same time, it is with mixed emotions that we 
find ourselves saying goodbye to our loyal employees at 
Fording’s Highvale/Whitewood and Genesee operations, 
who are now part of the Luscar organization. Fording’s 
success in Alberta’s power generation industry was due to 
their skill and hard work, and we are confident our people 
will bring the same level of value and commitment that 
they proudly carried to work every day at Fording. 

We would like to take this opportunity to welcome the 
new chairman and CEO of the Fording Canadian Coal 
Trust, Michael Grandin. Michael was a former director of 
Fording Inc., past president of PanCanadian Energy, and 
executive vice president and chief financial officer of 
Canadian Pacific Limited prior to its reorganization. Dur- 
ing the course of Fording’s conversion to an income trust, 
Michael played a key role in ensuring that the process 
resulted in a successful outcome for our shareholders, our 
employees and the communities of the East Kootenay 
where Canada’s greatest concentration of metallurgical 
coal mines is located. 

To the loyal shareholders of Fording that have made 
the transition with us, we pledge to maintain the quali- 
ties and performance that have made Fording sucha 
highly regarded organization. Your trust is well placed. 

We are pleased that Fording’s key management per- 
sonnel will hold significant positions in the new struc- 
ture, backed, of course, by our employees throughout 
North America. To those employees we express our thanks 
for making the Corporation’s “hard assets” so valuable. 


You remain our greatest asset. 


R.F. Haskayne 


Chairman 


J.G. Gardiner 


President and Chief Executive Officer 
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In 2002, Fording’s Mountain Operations maintained 
their strong position as suppliers of high-quality coking 
coal to the world steel industry, despite experiencing an 
overall reduction in sales volume. 

Total clean coal production at Fording River, Greenhills 
and Coal Mountain was 14 million tonnes, 17 percent 
below 2001 levels as a result of reduced sales tonnage. 
Coal yield increased marginally to 68 percent, while clean 
coal productivity declined to 44 tonnes per manshift from 
49 tonnes per manshift in 2001. Daily production remained 
consistent with 2001 rates. 

The reduction in total production was well managed 
across all three sites. Costs were controlled by instituting 
a combination of shift schedule changes, reduced operat- 


ing days, and a decrease in the use of casual employees. 


Where applicable, Fording employees were assigned to 
work on capital projects. Employees were also transferred 
among departments and sites wherever possible to assist 
with required activities. Normal attrition accounted for a 
4-percent decrease in employment levels compared to 


2001. 


During the year, 116 million bank cubic metres (BCM) of 


waste material were mined at the three operations. The 
combined clean-coal strip ratio for the mines was 8.3:1. 

Including inflation, the unit cost of coal produced at 
the Mountain Operations increased 9 percent over 2001. 
The increase was due to factors such as a higher strip ratio, 
longer haul distances, and the impact of the fixed cost 
component of the mining operations associated with the 
reduced production. Manshift productivities declined for 
the same reasons. 

To become more cost effective and produce more value 


for its shareholders, Fording carried out a number of proj- 


COAL RESERVES AND RESOURCES 


for period ending December 31,2002 


Reserves(4) 


(millions of metric tonnes) Proven Probable 


Bituminous Coal") 
Fording River 
Greenhills 
Coal Mountain 
Other") 


Sub-bituminous Coal) 
Lignite Coal’) 


Notes: 

(1) Bituminous coal reserves are reported as metric tonnes clean coal (MTCC) 
(2) “Other” indicates non-operating coal properties 

(3) Sub-bituminous and lignite reserves are reported as recoverable 

(4) Reserves are exclusive of resources 

(5) Coal resources are reported as in-situ tonnes 


ects in 2002 intended to enhance productivity or reduce 
costs at the three B.C. mining operations. 

At Fording River, a two-bay addition to the mainte- 
nance complex was completed in 2002. While the new 
facilities were constructed to meet the servicing require- 
ments of the 291-tonne haul trucks acquired in 2001, the 
bays were also designed to accommodate the next gener- 
ation of haul truck with an expected load capacity in the 
360-tonne range. 

During the year, development work continued at the 
mine on a real-time tire monitoring system that measures 
tire pressure and temperature. When fully implemented 
in 2003, the computerized system will aid in reducing tire 
costs and improving haul-truck productivity. 

Fording River also assessed a tailings dewatering 


process that would eliminate future requirements to 


Resources) 


Indicated Total Inferred 


build, operate and maintain additional tailings ponds. 

At the Greenhills mine, a state-of-the-art shovel witha 
46-cubic-metre-capacity bucket was added to the waste 
loading fleet as a replacement for two smaller shovels. 
The electrical system on the operation’s 45-cubic-metre- 
capacity shovel was also upgraded to enhance its operat- 
ing effectiveness. 

Employees began to develop the west dump toe berm 
that will be a major component of future waste consign- 
ment, enhancing the mine’s ability to successfully carry 
out its long-range plan. 

Significant improvements were made to the road link- 
ing the Greenhills and Fording River mines. These changes 
will allow for better and more efficient flow of equipment 


between the two sites. 
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At Coal Mountain, employees successfully completed 
the necessary requirements for ISO 9001-1994 accredita- 
tion, joining Fording River and Greenhills in attaining this 
internationally recognized quality standard. 

Coal Mountain is now working toward attaining the 
ISO 14001 environmental standard. Fording River, which 
achieved the ISO 14001 environmental standard in 2001, 
successfully completed its first external ISO 14001 surveil- 
lance audit during the year. 

The Mountain Operations possess a strong foundation 
from which to continue supplying high-quality coal prod- 
ucts to the international marketplace. Coal reserves indi- 
cate there are 22 to 24 years of coal supply available at 
Fording River and Greenhills at existing rates of produc- 
tion, and 12 years at Coal Mountain. 

At the same time, exploration and development are 
ongoing to identify new mining areas and to obtain more 
detailed information that would extend the mine life at 
each operation, and within existing mining areas. As of 
December 31, 2002, the coal reserves statement showed an 
increase of 12 percent in total proven and probable reserves, 
anda six-percent increase in resources over 2001. 

The Mountain Operations benefit from stable labour 
relations, with long-term collective agreements in place at 
Coal Mountain and Fording River that expire in 2004 and 
2006, respectively. The Greenhills mine operates with a non- 
union work force that has been in place since Fording pur- 
chased the mine in 1992. 

In mine rescue competition, Fording River’s ‘F’ shift 
mine rescue team qualified to compete in the provincial 
championships after winning the 2002 East Kootenay 


Zone event. Safety performance at the three mines showed 
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a slight improvement over 2001, with a six-percent reduc- 
tion in accident frequency. Employees know the importance 
of working safely and productively, and are committed to 
improving their safety performance in 2003. 

All three mountain operations continued to be in over- 
all environmental compliance in 2002. Reclamation activ- 
ities for the year included the planting of 41,900 trees and 
shrubs at the three sites, and the reclaiming of 40 hectares 
of land. 

To foster value-added industry in the Elk Valley and 
add value to the Company’s operations, Fording entered 
into a partnership with Teck Cominco Limited to evaluate 
the feasibility of constructing and operating a coal-fired 
power plant in the Elk Valley. The pre-feasibility study is 
addressing such matters as site alternatives, technology 
and preliminary permitting issues. 

Fording’s mountain mines and their employees remain 
involved in many industry and community initiatives, 
including development of the new Health, Safety and 
Reclamation Code, ongoing reviews of changes in environ- 
mental legislation, and proposed land and resource man- 
agement plans. 

Fording’s Canadian operations and their employees 
continued their longstanding relationship with the 
British Columbia and Alberta Children’s hospitals through 
its annual Caring for Kids fund-raising campaign. In 2002, 
a record $102,876 was donated bringing total contributions 
since inception in 1996 to $492,622. 

We look forward to solidifying the Fording Coal Partner- 
ship as we merge our metallurgical coal assets with those 


of Elkview and Luscar. 


Since 1986, Fording’s role in supplying sub-bituminous 
coal for power generation has made its Prairie Operations 
important, stable contributors to the Company’s financial 
results. The long-term, positive impact of the Genesee 
and Whitewood operations on Fording’s bottom line 
reflects the value that low-cost coal brings to Alberta’s 
power generation industry. It is also a testament to the 
sustainability and economic advantages generated by 
coal, the most abundant energy source to be found in 
Alberta, Canada’s leading producer of energy. 

The steady source of revenue generated annually by 
Fording’s two Prairie Operations is supplemented by 
royalty income derived from third-party thermal coal and 
potash properties in western Canada. For the 12 months 


ended December 31, 2002, Fording maintained its record 


of steady, reliable delivery to Alberta’s two largest power 
producers. 
The Prairie Operations are comprised of two distinct 


mines. The Genesee mining operation is a 50-percent 


joint venture with the City of Edmonton’s wholly owned 


utility, EPCOR, with the mine producing thermal coal 
used to produce electricity in the Genesee generating 
station. The Whitewood mine provides sub-bituminous 
coal to TransAlta Corporation’s generating station located 
in the town of Wabamun in west-central Alberta, and is 
operated by Fording for TransAlta under the terms of a 
mining contract. 

For 2002, coal deliveries to the Genesee and Wabamun 
mine-mouth power plants totaled 6.4 million tonnes, a 
14-percent increase from the 5.6 million tonnes delivered 
in 2001. The increase to normal levels of coal delivery was 


primarily due to the Unit 4 generating unit resuming 


operation at the Wabamun power plant. The unit under- 
went a10-month outage for repairs and maintenance 
beginning in August 2000, and went back into service in 
June 2001.Whitewood’s employee complement of 92 
smoothly managed the increase in production back to 
normal delivery levels. 

Production activities at both prairie operations main- 
tained the Company’s dedicated focus on safety, reducing 
costs, improving productivity and ensuring on-time deliv- 
ery. Genesee’s 76 employees continued their work on opti- 
mizing the long-term mine plan in preparation of the 
490-megawatt G3 unit coming online in 2004. 

In addition to providing 16 years of service and product 
to TransAlta’s Wabamun power plant, and 15 years to 
EPCOR’s Genesee generating station, Fording’s proven 
ability to supply cost-effective delivery of coal was a con- 
tributing factor that helped the Company attain a five- 
year mining contract for TransAlta’s Highvale and White- 
wood mines effective January 1, 2003. 

This notable accomplishment was supplemented by 
the exemplary safety records posted by Fording’s two 
Alberta mining operations. Genesee employees success- 
fully completed 14 and one-half years of operation with- 
out recording a single lost-time accident (LTA), while 
Whitewood employees completed almost three consecu- 
tive years of LTA-free operation as of December 31, 2002. 

Reclamation is an integral part of the mining process, 
and returning mined land to a state equal to or better 
than what existed before mining began is a long-stand- 
ing priority at Fording’s Prairie Operations. At Genesee, 


29 hectares of land were returned to agricultural use, 
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while Whitewood successfully reclaimed 25 hectares of 
land, bringing the total for both mines to approximately 
1,000 hectares since Fording began operations at the 
respective sites. The Prairie Operations were in compliance 
with all applicable federal and provincial environmental 
and related regulations throughout the year. 

Fording maintained its efforts to move the Brooks 
Power Project through the permitting stage and filed its 
technical and environmental applications with the Alber- 
ta Government’s appropriate regulatory agencies. How- 
ever, Fording’s partner in evaluating the project since 
December 2000, ENMAX Energy, decided to withdraw 
from the project based on current market conditions and 
regulatory uncertainty. This decision did not impact Ford- 
ing’s continued work on the feasibility of the Brooks 
Power Project, which would encompass a two-unit, 1,000- 
megawatt power plant utilizing advanced supercritical 
technology. The Brooks Power Project was included in the 
sale of the Prairie Operations. 

As Fording Inc. completes its reorganization and transi- 
tion into the new Fording Trust, we bid a fond, bittersweet 
farewell to the employees of Genesee and Highvale/White- 
wood who are now part of Luscar. Your contributions to 


Fording will never be forgotten. 


INDUSTRIAL MINERALS OPERATIONS 
Fording is the world’s largest producer of wollastonite, 
which is mined and processed by the Company’s wholly owned 

subsidiaries: NYCO Minerals, Inc., located in Willsboro, New 
York, and Minera NYCO S.A. de CV. with its Pilares operations 
located in Sonora, Mexico. NYCO subsidiary American Tripoli, 
Inc., based in Seneca, Missouri, mines and processes tripoli. 

Willsboro and Pilares produce an extensive range of 
high-aspect-ratio and powder-grade wollastonite products 
that are used in a wide variety of industrial and consumer 
applications. These include automotive composites, adhe- 
sives and sealants, metallurgical fluxes, friction materials, 
paints and corrosion-resistant coatings, fire-resistant con- 
struction wallboard, cement-based products and ceramics. 
Willsboro also produces garnet as a by-product that is 
used in sand blasting and filtration processes. 

In 2002, sales of high-value wollastonite products for 
the automotive and appliance industries increased as 


manufacturers continued to convert traditional metal 


components to plastic to reduce operating costs and pro- 
vide lighter, more efficient products. However, the general 
economic recession, combined with intense price compe- 
tition from overseas competitors, had an unfavourable 
impact on overall sales. Total wollastonite sales volumes 
for the year were 84,000 tonnes, a 15-percent decrease 
from 2001 results. Sales volumes of tripoli and other min- 
erals declined slightly to 15,000 tonnes. 

Asa market leader, NYCO continued to invest in process 
improvements, new product development and marketing, 
primarily in the mid- and high-value product categories, 
and to improve customer service. Research and develop- 
ment focused on those products and applications for 
which the unique characteristics of wollastonite would 
add significant value as a replacement for other minerals. 

To meet sales forecasts for fine-particle-size, high- 
aspect-ratio products, Willsboro’s mill capacity was 


increased by 20 percent through the upgrading of an 
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INDUSTRIAL MINERALS RESERVES AND RESOURCES 


for period ending December 31,2002 


Reserves(3) 


(millions of metric tonnes) Proven Probable 


Wollastonite") 
NYCO Minerals 
Minera NYCO 


Potash?) 
Tripoli”) 


Notes: 
(1) Wollastonite and tripoli reserves are reported as in-situ tonnes 


(2) Potash reserves combine proven and probable categories and are reported as recoverable 


(3) Reserves are exclusive of resources 
(4) All resources are reported as millions of in-situ tonnes 


existing compressor. Programmable logic controls were 
also incorporated into key production equipment to 
provide improved operating efficiencies and enhanced 
monitoring/diagnostic capabilities. 

New product development focused on customizing 
products for key markets, improving material handling 
to meet customer specifications, and creating new fine- 
particle-size powder-grade products. 

Production at the Industrial Minerals Operations was 
planned to meet just-in-time sales deliveries. Specific 
activities were aimed at achieving gains in productivity, 
lowering production costs and reducing inventory. Cus- 
tomer satisfaction showed a noticeable improvement as 
a result of continued emphasis on product quality. 

All sites also continued to optimize their distribution 
and delivery networks to improve customer service. During 
the year, employees at Willsboro and Pilares successfully 
completed external audits for their ISO 9002 and ISO 9001 
product quality standards. 

The Company’s high-grade wollastonite reserves are 


massive, particularly at the Pilares operation in Mexico. 
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Resources4) 


Measured Indicated Total Inferred 


’ 


Development work conducted at Willsboro and Pilares in 
2002 focused on determining the mineralization character- 
istics of the reserves in order to best utilize them in supply- 
ing the market, and for new product development. 

NYCO received permit approval for the Oak Hill mine 
road redesign from the Adirondack Park Agency and Army 
Corps of Engineers, allowing for completion of a three- 
kilometre road to the mining area. 

Worker safety and protection of the environment 
remained key objectives throughout the year, which was 
reflected by the increased emphasis placed on employee 
training in all areas. 

All sites were in environmental compliance during the 
year, and Pilares successfully completed reregistration 
audits for its ISO 14001 environmental standards. 

As active members of their communities, the Industrial 
Minerals Operations, which are 100-percent owned by the 
Fording Canadian Coal Trust, provide support and assis- 
tance to local programs and activities in a variety of areas. 
Among the recipients are local schools and universities, 


youth organizations and health-care centers. 
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Long regarded as repositories of knowledge and learning, libraries make com- 
fortable homes for young and old alike 
including six-year-old Leah Teeple. 
Fording’s policy of contributing to the 
communities where its employees live 

was instrumental in the renovation and modernization of a 


historic edifice that Leah now recognizes as the Fernie Library. 
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Fording entered the world of electricity generatic 
to Canada’s largest private power utility. Two year 
vision as joint venture owner of the Genesee m | 

of the world’s longest dragline to deliver coal on time to ; 


our customers. Some things never change. 
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Fording Inc. 


MANAGEMENT’S DISCUSSION €& ANALYSIS 


December 31, 2002 


This discussion and analysis is a year over year review 
of Fording Inc.’s activities, results of operations, liquidity 
and capital resources, on a consolidated basis. The follow- 
ing should be read together with the Consolidated Finan- 
cial Statements, the Notes thereto and other public disclo- 
sure of Fording Inc. (Fording). The Consolidated Financial 
Statements were prepared in accordance with Canadian 
generally accepted accounting principles (GAAP). These 
principles conform in all material respects with US GAAP, 
except as disclosed in note 21 to the Consolidated Finan- 
cial Statements. The financial results and financial posi- 
tion of Fording include the metallurgical coal sites of the 
Mountain Operations, the mine-mouth thermal coal 
mines and royalty properties of the Prairie Operations, 
and the Industrial Minerals Operations comprised of 
NYCO Minerals, Inc. (NYCO), Minera NYCO S.A. de C.V. (Min- 
era) and American Tripoli, Inc. The corporate costs reflect 
general and administration expenses not allocated to 
specific business segments. 


OVERVIEW 
Fording’s operating income decreased $30 million or 
17% to $146 million in 2002 compared to $176 million in 


Operating Income 
(millions of Canadian dollars) 
+ 


Income from operations: 
Mountain Operations 
Prairie Operations 


Industrial Minerals Operations 


Corporate 


Interest and other expenses 


Provision for asset write-down 


Reorganization costs 


Income taxes 
Net Income 


(millions of Canadian dollars) 
io 


+ Unusual items, net of tax: 


™~ 

é 
Reorganization costs 
Brooks capital expense 


Net income before unusual items 


Basic (loss) earnings per share 


Provision for asset write-down 


2001. The Corporation reported a net loss of $71 million or 
$1.38 per share which included the after-tax charges of 
$137 million for the write-down of its wollastonite proper- 
ty in Mexico, $8 million for reorganization costs related to 
the initial steps in the conversion to an income trust and 
the response to an unsolicited takeover bid, and $5 million 
related to the expensing of capitalized costs for the Brooks 
power project. Fording’s net income, before unusual 
items, decreased 19% to $79 million or $1.54 per share in 
2002 compared to $97 million or $1.85 per share in 2001. 
Unusual charges, net of income taxes, in 2001 included 

$3 million related to the Canadian Pacific Limited Plan of 
Arrangement, upon which Fording became a separate 
publicly held corporation. 


2002 COMPARED TO 2001 


Income from operations of $146 million in 2002 was a 
decrease of $30 million from 2001. Net income for the year 
ended December 31, 2002 was $79 million ($1.54 per share) 
before unusual items, compared with net income before 
unusual items of $97 million ($1.85 per share) in 2001. 

The Corporation’s financial results continue to be 


Summarized Statement of Net Income 
(millions of Canadian dollars, except earnings per share) 


Net (loss) income per financial statements 


75 
5:3 


79.1 
(1.38) 


Basic earnings per share, before unusualitems $ 1.54 


1999 2000 2001 2002 
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largely influenced by the Mountain Operations, and 2002 
can be characterized by increased sales prices which were 
more than offset by lower sales volumes and higher unit 
operating costs. Despite an increase in the average US dol- 
lar sales price, income from operations declined 11% in the 
Mountain Operations. The Prairie Operations continued 
to be an important contributor to the Corporation’s 
financial results, with operating income declining slightly 
due to the completion of the Mildred Lake contract in the 
third quarter of 2001. The Industrial Minerals Operations 
generated a small loss in 2002. 

The Corporation’s review of the carrying values of its 
wollastonite properties in Mexico resulted in an asset 
write-down of $140 million. This write-down reflected the 
declining profitability and uncertainty of future recovery 
in the Industrial Minerals segment. 


Net Income Before 
Unusual Items 
(millions of Canadian dollars) 


Operating Revenue 
(millions of Canadian dollars) 
st 


Re} 
ey 
co 


000 


MOUNTAIN OPERATIONS 

Income from operations of $126 million in 2002 fell 
from the previous year’s record level of $142 million. This 
decrease was a result of lower sales volumes and higher 
unit cost of sales, partially offset by higher sales prices. 

Operating revenue was $768 million, down from $873 
million in 2001. The average sales price for 2002 was US$44 
per tonne, an increase of 10% over 2001, and reflects higher 
contract settlements for hard-coking coal in the 2002 coal 
year. The Canadian dollar price increased 7% to $62 in 2002 
from $58 in 2001. Previously established foreign exchange 
forward contracts resulted in a realized exchange rate of 
US$0.71 compared to US$0.69 in the prior year. 

Metallurgical coal sales declined 18% to 12.3 million 
tonnes from 2001 sales of 15.0 million tonnes. While pro- 


tracted negotiations 
for the 2002 coal year 
resulted in increased 
sales prices, they also 
contributed to signifi- 
cantly lower sales 
volumes for the 2002 coon 
calendar year. A reduc- oreo 
tion in tonnage from §30— 
certain long-standing $20— | 
customers, unexpect- sio— F 
ed coke plant closures 
in the United States, 
United Kingdom and Italy, and the inability to place vol- 
ume in the spot and tender markets, including the large 
Turkish coal market, all contributed to sales volumes well 
below 2001 levels. 

Cost of sales decreased to $588 million in 2002 from 
$676 million in 2001 as a result of lower sales volumes; 
however, unit cost of sales increased 6% to $48 per tonne. 
Unit distribution costs in 2002 were 3% higher primarily 
due to rail and port rate increases effective April 1, 2001, 
and the impact of a larger proportion of North American 
sales, which have higher rail costs. The unit cost of pro- 
duction was 9% higher reflecting lower production vol- 
umes due to inventory control shutdowns, increased haul 
distances and higher strip ratios. 

Selling, general and administration expenses for the 
year were consistent with 2001. Depreciation and deple- 
tion decreased 3% over the prior year primarily due to 
lower production from the Mountain Operations. 


Export Coal Sales Price 
(dollars per tonne) 


f= Average CDN$ Sales Price 
Average USS Sales Price 
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PRAIRIE OPERATIONS 

Operating revenue declined to $67 million from $80 
million in 2001 and cost of sales decreased to $23 million 
in 2002 from $33 million in 2001. Income from operations 
declined to $37 million in 2002 from $40 million in 2001 
primarily due to the closure of the Mildred Lake Opera- 
tion in the third quarter of 2001. Royalty income received 
from third-party mining of Fording’s mineral reserves 
increased in 2002 to partially offset the impact of the Mil- 
dred Lake closure. 


INDUSTRIAL MINERALS OPERATIONS 

Income from operations decreased by $3 million toa 
small operating loss in 2002. Reduced sales volumes were 
partially offset by an increase in the average sales price, 
which was primarily a result of product mix. Wollastonite 
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sales volumes of 84,000 tonnes in 2002 were 15% lower 
than in 2001. Lower sales volumes were primarily attribut- 
able to the Corporation’s exit from lower-priced markets 
and the continued weak economies in the US and Europe. 


CORPORATE 

Corporate costs of $17 million in 2002 increased $9 mil- 
lion over the prior year, primarily due to accumulated cap- 
italized costs of $8 million related to the Brooks power 
project being expensed in 2002. In the third quarter of 
2002, economic and environmental uncertainties in the 
power industry, transmission congestion issues, and the 
absence of a partner for the project indicated that the 
future recovery of project costs was uncertain. The capital- 
ized costs for the project were expensed accordingly. The 
Corporation continued to advance the project through the 
permitting process in the fourth quarter, with additional 
costs of $0.3 million being expensed as incurred. 


OTHER EXPENSES 

Net interest expense decreased to $6 million in 2002 
from $8 million in 2001 due to lower debt levels and lower 
interest rates. 

Due to a history of operating losses and uncertainty 
around future improvement, the Corporation updated an 
assessment of the recoverability of its investment in assets 
related to the Minera NYCO wollastonite operations in 
Mexico. Projections of undiscounted future net cash flows 
generated by these assets were less than their carrying 
values and, accordingly, a provision of $140 million was 
recorded in the fourth quarter 2002 results. Fording con- 
tinues to work with customers and potential partners on 
new-product and new-application development for its 
industrial minerals; however, the future value of these 
applications remains uncertain. The majority of the 
write-off was not tax affected and no future tax asset was 
recognized as a result of this reduction in carrying value 
as its realization is uncertain. 

Reorganization costs of $12 million were expensed in 
2002 relating to Fording’s planned conversion into an 
income trust and the Corporation’s response to the unso- 
licited offer by Sherritt Coal Acquisition Inc. It is estimated 
that an additional $26 million in costs will be incurred in 
2003 related to completing the Plan of Arrangement. In 
2001, costs of $4 million associated with the Canadian 
Pacific Limited reorganization were incurred. 


INCOME TAXES 

Income taxes decreased to $60 million in 2002 from 
$69 million in 2001 primarily as a result of lower pre-tax 
income. Several other issues impacted the income tax 
expense and the effective tax rate for 2002. No tax effect 
was recognized on the $140 million write-down of the 
Corporation’s investment in its Mexican operations 
except for $3 million related to assets recorded in Canada. 
Tax losses are not recorded unless the realization of these 
losses are more likely than not. In the absence of this 
write-down, the Corporation’s effective tax rate for 2002 
would have been approximately 49%. The impact of lower 
tax rates in British Columbia and Alberta and favorable 
adjustments related to prior years was partially offset by 
higher mineral taxes primarily due to larger foreign cur- 
rency exchange losses, which are not deductible. The 
effective tax rate in 2001 was reduced by the finalization 
in June 2001 of tax assessments related to prior years. 


2001 COMPARED TO 2000 


For the year ended December 31, 2001, income from 
operations more than doubled to $176 million from 
$86 million in 2000, and net income rose $60 million to 
$95 million. Earnings per share of $1.80 represented an 
increase of 173% over earnings per share in 2000. These 
results reflect the record income from operations from 
the Mountain Operations. Income from operations of 
the Prairie Operations also improved, primarily due to 
increased royalty revenue from third-party mining of 
Fording mineral properties. The results of the Industrial 
Minerals Operations were adversely impacted by slowing 
economic activity in 2001, particularly in the US, and 
results were below those achieved in 2000. 


MOUNTAIN OPERATIONS 

The Mountain Operations achieved record perform- 
ance levels in 2001, generating income from operations of 
$142 million, which represented a gain of 208% over 2000. 

Operating revenues rose to $873 million from $756 mil- 
lion in 2000. Sales volumes of 15.0 million tonnes were 
close to the prior year’s record volumes of 15.1 million 
tonnes. After many years of oversupply, metallurgical coal 
supply and demand returned to balance during 2000 and 
remained tight through 2001. Price increases were 
achieved in all of the Corporation’s metallurgical coal 
markets for the coal year commencing April 1, 2001. Aver- 
age coal sales prices from the Mountain Operations rose 
16% over the prior year to US$4o, while realized Canadian 
dollar prices rose to $58 per tonne from $50. 

Cost of sales increased to $676 million in 2001 from 
$654 million in 2000 as a result of a 4% increase in the 
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unit cost of sales. The rise in unit cost was primarily a 
result of higher distribution costs. Rail rates increased 
effective April 1,2001in the same proportion as the price 
increase for metallurgical coal negotiated by the Corpora- 
tion with certain of its Pacific market customers for the 
2001 coal year. In addition, higher port rates and an 
increase in the proportion of North American customers, 
which are rail direct, also contributed to higher distribu- 
tion costs. Production costs increased 1%, as higher energy 
costs and inflation were offset by operating efficiencies. 
Selling, general and administration expenses were essen- 
tially unchanged for the year at $2 million, while depreci- 
ation and depletion decreased slightly to $52 million in 
2001 from $54 million in 2000. The lower depreciation 
and depletion expense was a result of certain mining 
equipment becoming fully depreciated, which lowered 
depreciation costs. 


PRALRLE OPERATLONS 

Income from operations rose slightly to $40 million 
in 2001 from $38 million in 2000. Operating revenue 
declined to $80 million in 2001 from $85 million in 2000 
as aresult of the completion of the 10-year Mildred Lake 
contract. This decrease was partially offset by higher roy- 
alty revenues received from third-party mining of Fording 
reserves and increased mining activities at Whitewood. 
Cost of sales decreased to $33 million in 2001 from $37 mil- 
lion in 2000, principally due to the closure of the Mildred 
Lake Operation. 


INDUSTRIAL MINERALS OPERATIONS 

Income from operations declined to $2 million in 2001 
from $7 million in 2000. This decrease was principally due 
to the global economic slowdown, particularly in the 
United States. Wollastonite sales volumes of 99,000 
tonnes in 2001 were 21% lower than in 2000. Reduced 
sales volumes were partially offset by a 12% increase in 
the average Canadian dollar sales price. Due to the com- 
petitiveness of low-value products, the Corporation has 
reduced its presence in certain markets and focused on 
higher-value products. 


OTHER 

Corporate costs of $8 million for 2001 increased $2 mil- 
lion over the prior year due primarily to the increased 
costs of being a public company. 

Interest and other expenses decreased to $13 million in 


2001 from $15 million in 2000 due to lower debt levels 
which reduced interest expense by $6 million. One-time 
costs associated with the Canadian Pacific Limited reor- 
ganization were $4 million in 2001. 


INCOME TAXES 

Income taxes increased to $69 million in 2001 from 
$36 million in 2000 as a result of higher pre-tax income. 
The effective rate declined to 42% for 2001 from 51% in 2000 
as a result of reassessments related to prior years being set- 
tled in 2001, and the one-time impact of lower British 
Columbia tax rates on the future income tax provision. 


LIQUIDITY AND CAPITAL RESOURCES 


CASH FLOWS 

As at December 31, 2002, 
the Corporation’s cash and i: 
cash equivalents were $7 00 8 


Cash Flow 


(millions of Canadian dollars) 


million. Cash flow provided t 

from operating activities 

was $140 million for the year 

ended December 31, 2002, 

compared with $159 million 

and $118 million for 2001 

and 2000, respectively. The 

Mountain Operations were 

the primary source of cash 

flow for the Corporation. Changes in cash flow in these 
years can be attributed to an increase in funding of 
employee future benefits and the fluctuating operating 
results of the Mountain Operations. Non-cash working 
capital increased by $32 million in 2002 and $31 million in 
2001, following a decline of $18 million in 2000. Increases 
in the last two years primarily reflect the increase of coal 
inventory following a decrease in inventory in 2000. Dur- 
ing the last three years, Fording has utilized cash provided 
by operating activities to fund its capital expenditures 
and pension, working capital and dividend requirements. 
It also funded a share buy-back program in 2001 and 2002 
and reduced debt by $100 million in 2000. 


1998 00 


FINANCING ACTIVITIES 

Cash used in financing activities decreased to $55 mil- 
lion in 2002 from $69 million in 2001 and $110 million in 
2000, primarily due to lower debt repayments. Fording 
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has used a portion of its cash resources to pay dividends 
of $28 million, $32 million and $27 million over the past 
three years. Dividends per share of $0.55 were paid in 
2002. A normal course issuer bid established in 2001 
resulted in the purchase of shares for $15 million in 2001 
and $39 million in 2002. There were 1.4 million shares pur- 
chased in 2002, and at the expiry of the normal course 
issuer bid on September 30, 2002, a total of 2.0 million 
shares had been purchased over the one-year period for 
cancellation at an average price of $26.77. 


INVESTING ACTIVITIES 

Cash used in investing 
activities decreased to $51 
0 million in 2002 from $59 


faa) 
So 
million in 2001, and 
: increased from $36 million 


Capital Expenditures 
(millions of Canadian dollars) 


in 2000. Capital expendi- 

tures consisted primarily 

of normal maintenance 

spending to sustain exist- 

ing operations, which 

aa included a new shovel in 

the Mountain Operations 
and new support equipment at Whitewood. There was 
also $6 million initially capitalized related to the Brooks 
project in 2002. Capital expenditures in 2001 of $65 mil- 
lion included the purchase of additional haul trucks and 
the refurbishing of equipment moved from Mildred Lake 
to the Mountain Operations. 


CREDIT FACILITIES 

The Corporation has a $250 million syndicated bank 
facility with a group of Canadian and Canadian regis- 
tered foreign banks, which expires in June 2004 if not 
extended. The 3-year term may be extended annually at 
the request of Fording and at the option of the syndicated 
banks. Borrowing rates are short term, subject to interest 
rate movement and vary depending on the Corporation’s 
financial ratios. Financial covenants contained in the 
bank facility consist of a maximum debt to capitalization 
ratio, a maximum debt to earnings ratio anda minimum 
tangible net worth calculation. 

As at December 31, 2002, the Corporation had $135 mil- 
lion of borrowings and $51 million of letters of credit or 
letters of guarantee outstanding, leaving unused lines of 
credit of $64 million under the facility. 


OUTLOOK 

On February 19, 2003, the shareholders of Fording 
approved the reorganization of the Corporation into an 
income trust, known as the Fording Canadian Coal Trust 
(“the Fund”) as shown on the opposite page. The income 
trust structure provides an effective model for the return 
of available cash flow to shareholders of the Fund. 

The Arrangement also created the Fording Coal Part- 
nership (“the Partnership”), which includes Fording’s 
Fording River, Greenhills and Coal Mountain operations, 
Teck’s Elkview operation and the Luscar/CONSOL joint 
venture’s Line Creek and Luscar Mine operations and their 
46% interest in Neptune Terminals in Vancouver. Five of 
the six mines are located near each other in the Elk Valley 
of British Columbia (see map below). 


British # = 
Columbia ! duis 


f = S 5 
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Fording River 
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Line Creek 
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Fernie Coal Mountain 


The Fund will initially hold 65% of the Partnership. 
Teck, currently with 35% of the Partnership, will have the 
opportunity to earn up to a 40% interest if synergies 
above certain levels are achieved. The Partnership is the 
world’s second-largest producer of metallurgical coal, 
producing approximately 20% of global seaborne high- 
quality metallurgical coal. 

The Fund also maintains 100% ownership of Fording’s 
Industrial Minerals Operations. In addition, the reorganiza- 
tion resulted in the sale of Fording’s Prairie Operations and 
assets. Fording has retained a royalty, capped at amaximum 
of 5% of gross revenue, on future growth in production 
from certain properties included in the sale. 

Management believes that the metallurgical coal mar- 
kets are balanced and that Canadian coal is competitively 
priced and well positioned for the 2003 coal year, which 
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TRANSACTION STRUCTURE 


UPON COMPLETION OF THE TRANSACTION 


Sherritt 
International 


Ontario Teachers’ 
Pension Plan 


Westshore 


Terminals Former Fording 


Teck Cominco 


Limited 
(“Teck”) 


9.1% 


4.3 million units 
purchased for 
$150 million cash 


Income Fund 
“Westshore”) 


9.1% 


4.3 million units 
purchased for 
$150 million cash 


Shareholders 
(except OTPP) 


38.8%) 


shares exchanged 
for 18.2 million 
units and $1,050 
million cash 


Board Corporation 
(“OTPP”) (“Sherritt”) 


23.4% 6.1% 


2.9 million units 
purchased for 
$100 million cash 


3.1 million 

shares held prior to 
transaction exchanged 
for units and 7.9 million 


CONSOL®) 
6.8% 


3.2 million units 
issued for acqui- 
sition of Luscar/ 
CONSOL metal- 


lurgical coal 
assets 


units purchased for 
$275 million cash 


Luscar Ltd. 
6.8% 


3.2 million units 
issued for 
acquisition of 
Luscar/CONSOL 
metallurgical 
coal assets 


Fording 
Canadian 
Coal Trust 


100% ownership 


Prairie assets sold 


i (2) 
for $225 million Fording Inc.'° 


100% ownership 


65% ownership 


35% ownership 


Teck 
Metallurgical Coal 
Assets 


Notes: 


Fording Coal 
Partnership 
(the “Partnership”) 


Fording 
Metallurgical Coal 
Assets 


Industrial 
Minerals 


Luscar/CONSOL 
Metallurgical Coal 
Assets 


(1) Assuming approximately 51.4 million Common Shares were outstanding on the date the arrangement transaction was completed. 
(2) Fording Inc. will initially hold a 65% interest in the Partnership, and Teck (together with its affiliates) will initially hold a 35% interest in the Partnership. Teck’s interest in the Partnership 
may be increased to 40% and Fording Inc.’s interest in the Partnership may be diluted to 60% in the event that the Partnership achieves certain synergies and/or cash flow from the 


Elkview mine increases. 


(3) Subsequent to the transaction, CONSOL announced that it had sold, in a private transaction, the 3.2 million units it received under the arrangement transaction. 
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commences on April 1, 2003. Negotiations with worldwide 
steel companies for the new coal year have begun and are 
ongoing. The Partnership has the capacity to supply in 
excess of 25 million tonnes annually. 

The Partnership has estimated annual synergies in 
excess of $75 million when fully realized through the com- 
bination of the metallurgical coal assets. A comprehen- 
sive integration and optimization plan for the Partner- 
ship is being prepared. This plan may result in certain 
costs being incurred for rationalization and integration of 
mine production. 


INDUSTRIAL MINERALS OPERATIONS 

The demand for the products of the Industrial Minerals 
Operations continues to be highly dependent on the gen- 
eral condition of the economy. The earnings performance 
of these operations has been deteriorating over the last 
several years, primarily due to declining sales volumes. 
However, average sales prices have increased, primarily as 
a result of product mix. 

Fording continues to focus on new product and new 
application development for its industrial minerals. 
Research is ongoing by the Corporation, and customers 
continue to test new products and applications. 


LIQUIDITY AND CAPITAL RESOURCES 

In 2003, under the new structure, the Fund expects 
cash flows to be more than sufficient to fund routine cap- 
ital requirements and service its debt facilities. Scheduled 
capital expenditures are expected to be of a sustaining 
nature. The Fund anticipates that its initial distribution 
for the period from February 28 to March 31, 2003 will be 
approximately $1.00 per unit including a special distribu- 
tion of $0.74 per unit. 

Estimated distributions for the final three quarters of 
2003 will depend on annual price and volume negotia- 
tions now under way. In a case where rollover pricing and 
targeted sales levels are achieved, estimated distributions 
for the final three quarters are expected to total $4.29 per 
unit, including a second special distribution of $0.74 per 
unit. This estimate assumes, among other things, existing 
coal prices at January 2003, sales volumes of 18.5 million 
tonnes for the nine months, a US/Canadian exchange rate 
of $0.65, operating and capital costs based on the mine 
plans of each operation as at early January 2003, and the 
realization of $25 million in synergies at the Partnership. 
Some of the assumptions used in the preparation of the 


estimates set forth above may prove to be incorrect and 
actual results may vary materially from these estimates. 

New banking facilities in the amount of $540 million 
have been established for the Fording operating company 
and the Partnership, and are comprised of $420 million 
available to Fording and $120 million available to the Part- 
nership. The Fording facilities are supported by an unse- 
cured guarantee by the Partnership to all of the assets of 
the Partnership, an assignment of Fording’s interest in the 
Partnership and a general security interest over the assets 
of Fording. Fording and the Partnership each have a $120 
million facility available in the form of an extendible 364- 
day revolving, one-year non-revolving facility. Fording also 
has $300 million of term facilities, 50% to be refinanced 
within two years of draw down and the balance upon expiry 
in three years. Borrowing rates are short term and subject 
to interest rate movement. The facilities also provide 
covenants related to several financial ratios as well as neg- 
ative covenants that include restrictions on the disposition 
of core mining assets. At the reorganization date, $412 mil- 
lion of the bank facility was utilized. The operating company 
drew the entire $300 million term facility and $35 million of 
the revolving facility, and an additional $30 million of the 
revolving facility was utilized for issued and outstanding 
Letters of Credit. At the Partnership, $23 million of the 
revolving facility was utilized to fund a working capital 
payment for the Luscar assets, and $24 million was utilized 
for issued and outstanding Letters of Credit. The term facili- 
ty was drawn to pay existing debt of Fording and to fund 
distributions and costs of the transaction. 


CRITICAL ACCOUNTING POLICIES 

The Corporation’s historical financial statements are 
prepared in accordance with Canadian generally accept- 
ed accounting principles and require management to 
make estimates and assumptions that affect the reported 
amounts of assets, liabilities, revenues and expenses, and 
related disclosure of contingent assets and liabilities. On 
an on-going basis, management reviews its estimates 
based on currently available information. Actual results 
may differ from these estimates. 


FINANCIAL INSTRUMENTS 

Derivative financial instruments, specifically foreign 
exchange forward contracts, are utilized by the Corporation 
to manage its foreign currency exposure. The Corporation 
does not enter into derivative financial instruments for 
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trading or speculative purposes. The gains and losses on 
derivative instruments used as hedges are recognized in 
income in the period that the hedged exposure is recog- 
nized in income, which is the same period in which the 
instrument is settled. The gain or loss is netted against 
the item that was hedged. 


RECLAMATION 

Fording has significant long-term liabilities relating 
to mine reclamation and end-of-mine closure costs. As 
mining activities release the reserves included in the 
long-range mine plans, liabilities are recorded for the 
estimated costs to reclaim disturbed sites to meet exist- 
ing regulatory standards. Reclamation liabilities are not 
funded. The liability is determined on a mine-by-mine 
basis and various assumptions are used. At December 31, 
2002, the accrual for reclamation liabilities amounted 
to $36 million. Costs incurred under the reclamation 
programs are charged against the accrual. It has been 
assumed that government regulations will not change 
significantly and that the Corporation will continue to 
operate and has developed its reclamation programs 
accordingly. At December 31, 2002, the estimated total of 
all future reclamation costs was approximately $75 mil- 
lion, and the balance, which is not provided for, is being 
accrued over the remaining reserve life at each mine 
which ranges from 12 to 25 years. 


EMPLOYEE FUTURE BENEFITS 

Fording has post-retirement benefit plans that include 
pension plans and other post-retirement benefit plans 
that involve the use of key estimates. Liabilities are actu- 
arially determined using various assumptions, including 
expected plan performance, salary escalation, discount 
rates, retirement ages of employees and future cost trends 
to estimate the cost and obligations of these liabilities. 
Pension obligations are funded in accordance with the 
applicable legislation. Detailed information related to 
these items is included in note 7 of the Consolidated Fin- 
ancial Statements. 


REVENUE RECOGNITION 

Sales revenue is recognized when title passes to the 
customer. Seaborne coal sales revenue is recognized when 
the coal has been loaded on the vessel. Rail direct sales are 
recognized when title to ownership has transferred, 


either when coal is loaded on the train or when it arrives 
at its destination. Industrial minerals sales revenue is rec- 
ognized upon shipment to customers from the plant or 
warehouse. Revenues from the Prairie Operations are 
recorded when the services are provided or the mineral 
reserve is mined, and return on investment and royalties 
are recorded when earned. 


RISKS AND UNCERTAINTIES 

Fording, through its subsidiaries, has operations 
throughout North America and customers around the 
world. As such, Fording is exposed to changes in various 
markets and economies, and its operations can be affect- 
ed by a variety of conditions. To minimize the impacts of 
such changes and conditions on the financial perform- 
ance of the Corporation, Fording seeks to identify, evalu- 
ate and, where appropriate, hedge financial, market and 
operational risk. Going forward under the income trust 
structure, most of the Fund’s operating results will be 
derived from its interest in the Partnership operations. 


POREIGN CURRENCY EXCHANGE RISK 

Fording’s operating results and cash flows are affected 
by foreign currency exchange rates. Exchange rate move- 
ments can have a significant impact on results as a large 
portion of operating costs are incurred in Canadian dollars 
and most revenues are earned in US dollars. To manage 
its exposure to currency fluctuations, Fording has, in the 
past, entered into foreign exchange forward contracts to 
fix the rate at which certain future anticipated flows of 
US dollars are exchanged into Canadian dollars. The unre- 
alized mark to market loss on these foreign exchange for- 
ward contracts at December 31, 2002 was $111.3 million. 
The following chart summarizes Fording’s hedged posi- 
tions outstanding at January 1, 2003. 


Average Average 
Year Amount Hedged ExchangeRate Exchange Rate 
(millions of USS) (CDNS$/USs) (USS/CDNS) 
2003 1.54 0.65 
2004 T1538 0.66 
2005 1.51 0.66 
2006 1.60 0.62 
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MARKET RISK 

The prices for export metallurgical coal have a signifi- 
cant impact on Fording’s profitability, and are dependent 
on the supply/demand balance for seaborne metallurgi- 
cal coking coal and, to a lesser degree, the economic condi- 
tions of the markets into which metallurgical coal is sold. 
Profitability is also affected by production and transporta- 
tion costs, product quality and taxation. Over time, the 
Corporation has attempted to reduce its dependence on 
any single market through the development of a diversi- 
fied customer base. 


INSURANCE 

In the past, Fording has maintained insurance against 
risks that are typical in the mining industry and in amounts 
that it believed to be reasonable. It is anticipated that the 
Partnership will continue this practice going forward. 
Fording has insured its physical assets on a replacement 
cost basis and purchased business interruption insurance 
and liability insurance. Insurance against certain risks, 
including certain liabilities for environmental damage, 
is not available at reasonable economic rates to the Part- 
nership, Fording or to others in the mining industry. 


ENVIRONMENT 

It is Fording’s policy to achieve and demonstrate sound 
environmental performance by controlling the impact of 
its activities on the environment through its policies and 
practices, and to comply with applicable laws and regula- 
tions. Effective environmental management systems 
form an integral part of Fording’s mining operations and 
aid in the continual monitoring and improvement of 
environmental performance and reduced environmental 
risks and liabilities. A number of the Corporation’s opera- 
tions have achieved ISO 14000 certification to further 
demonstrate to customers and the general public a 
strong environmental ethic by implementing an interna- 
tionally recognized system for environmental manage- 
ment. 

Canada and the United States have not introduced 
comprehensive regulations addressing greenhouse gas - 
emissions, including emission targets for specific indus- 
trial sectors. While the United States has decided that it 
will not ratify the Kyoto Protocol, an international agree- 
ment which sets limits on greenhouse gas emissions from 
certain signatory countries, the Canadian Federal Parlia- 
ment has voted to ratify this agreement. Should this 
agreement enter into force, Canada will be committed to 
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limiting its net greenhouse gas emissions to 6% below 
the levels emitted in 1990. Recent statements from the 
Federal Government indicate that no particular industry 
sector will be discriminated against under the agreement. 
Canada’s current level of greenhouse gas emissions sig- 
nificantly exceeds the agreed-to limit. The primary source 
of greenhouse gas emissions in Canada is the use of 
hydrocarbon energy. Fording’s operations, including those 
conducted through the Partnership, depend significantly 
on hydrocarbon energy sources to conduct daily opera- 
tions, and there are currently no economic substitutes for 
these forms of energy. A significant proportion of Canada’s 
industrial sector faces a similar situation to Fording. The 
federal and provincial governments have not finalized 
any formal regulatory programs to control greenhouse 
gases, and it is not yet possible to reasonably estimate the 
nature, extent, timing and cost of any programs contem- 
plated or their potential effects on Fording’s operations. 
Most of Fording’s products are sold outside of Canada, 
and sales are not expected to be significantly affected by 
Canada’s Kyoto ratification decision. However, the broad 
adoption of emission limitations or other regulatory 
efforts to control greenhouse gas emissions may affect 
the demand for coal, oil and natural gas, as well as, 
increase production and transportation costs. 


OPERATIONAL RISKS 

Operational risks include the possibility of natural dis- 
asters, failure of major equipment or labour disruptions. 
In the past, Fording has taken steps to mitigate these risks 
by maintaining adequate stockpiles of finished product, 
maintaining insurance coverages to minimize the impact 
of major insured perils, implementing gain-sharing pro- 
grams and negotiating long-term collective agreements 
at all of its unionized minesites. It is anticipated that the 
Partnership will take similar steps going forward. 

Employees at the Fording River and NYCO operations 
ratified new 5-year collective agreements in 2001. A simi- 
lar 5-year agreement was achieved at the Coal Mountain 
operation in 2000. The collective agreements expire on 
May 31, 2005 at Line Creek, October 31, 2005 at Elkview and 
June 30, 2007 at the Luscar mine. The Greenhills and Min- 
era NYCO operations are non-unionized. 

Exposure to energy prices affects costs in the mining 
industry. Of great significance is the price of diesel, which 
is used by most heavy equipment in mining. A one-cent 
per litre change in the price of diesel translates into 
approximately a $2 million change in operating costs to 
the Partnership. The mines also use significant amounts 
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of electricity. Electricity prices are currently regulated in 
the province of British Columbia and are frozen until 
March 2003. A 5% increase in electricity costs would result 
in an additional $1 million in operating expenses to the 
Partnership. With the exception of Line Creek, coal-fired 
dryers are used in the process plants, which mitigate 
exposure to natural gas prices. Natural gas continues to 
be used for the heating of buildings and, to some degree, 
drying of coal. A 5% increase in the cost of natural gas 
would result in an additional $1 million in operating 
expenses to the Partnership. 

A substantial portion of the coal production from the 
Partnership is transported to port facilities by Canadian 
Pacific Railway (CPR) and loaded onto vessels in Vancouver 
at either Westshore or Neptune terminals. Prolonged 
labour stoppages, weather problems or other factors that 
prevent CPR, Westshore or Neptune from delivering their 
services could seriously impact the financial results of the 
Company. CPR has seven collective agreements with vari- 
ous bargaining units in Canada. Agreements with three 
bargaining units expired on January 1, 2003 and agree- 
ments with two other bargaining units expire at the end 
of 2003. The remaining two agreements expire at the end 
of 2004. All three of Westshore’s labour contracts expired 
on January 31,2003. The two labour agreements at Nep- 
tune Terminals both expired December 31, 2002. Negotia- 
tions are ongoing for the expired agreements at CPR, 
Westshore and Neptune. 


RISKS ASSOCIATED WITH THE 
CREATION OF THE FUND 


Risk factors specific to the creation of the Fund exist. 
There is no assurance that Canadian federal income tax 
laws or the current treatment of mutual fund trusts will not 
be changed in a manner which adversely affects unitholders 
of the Fund. In addition, unitholders do not have the same 
statutory rights normally associated with ownership of 
‘shares ina company, and there is an absence of statutory 
limited liability to unitholders of mutual funds. 


FORWARD-LOOKING INFORMATION 

This annual report contains certain forward-looking 
statements within the meaning of the Private Securities 
Litigation Reform Act of 1995 (United States) relating, but 
not limited to, the Corporation’s expectations, intentions, 
plans and beliefs. Forward-looking information can often 
be identified by forward-looking words such as “antici- 


me 


goal”, “plan”, “intend”, “estimate”, 


nu nu 


pate”, “believe”, “expect”, 


“may”, and “will” or similar words suggesting future out- 
comes, or other expectations, beliefs, plans, objectives, 
assumptions, intentions or statements about future events 
or performance. Unitholders and prospective investors 
should be aware that these statements are subject to 
known and unknown risks, uncertainties and other factors 
that could cause actual results to differ materially from 
those suggested by the forward-looking statements. 

Unitholders are cautioned not to place undue reliance 
on forward-looking information. By its nature, forward- 
looking information involves numerous assumptions, 
inherent risks and uncertainties, both general and specif- 
ic, that contribute to the possibility that the predictions, 
forecasts, projections and various future events will not 
occur. These factors include, but are not limited to, 
changes in commodity prices; changes in steel-making 
methods and other technological changes; the strength of 
various economies; changes in the manner in which use 
of products are regulated; the availability and compara- 
tive price of energy commodities; the effects of competi- 
tion and pricing pressures; the oversupply of, or lack of 
demand for, products produced by Fording or the Partner- 
ship; changes in the manner in which the power industry 
is regulated; currency and interest rate fluctuations; vari- 
ous events which could disrupt operations, including 
labour stoppages and severe weather conditions; and the 
Fund’s ability to anticipate and manage the foregoing 
factors and risks. 

The list of factors set forth above is not exhaustive, and 
the Fund undertakes no obligation to update publicly or 
otherwise revise any forward-looking information 
whether as a result of new information, future events or 
other such factors which affect this information, except 
as required by law. 

Statements relating to the magnitude or quality of 
mineral deposits are deemed to be forward-looking state- 
ments. The reliability of such information is affected by, 
among other things, uncertainties involving geology of 
mineral deposits; uncertainty of estimates of their size or 
composition; uncertainty of projections relating to costs 
of production; the possibility of delays in mining activi- 
ties; changes in plans with respect to exploration, devel- 
opment projects or capital expenditures; and various 
other risks including those relating to health, safety and 
environmental matters. 
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MANAGEMENT’S REPORT 


JANUARY 17, 2003 

The accompanying consolidated financial statements and related financial information are the responsibility of 
management and have been prepared in accordance with generally accepted accounting principles in Canada and 
necessarily include amounts that reflect management’s judgment and best estimates. Financial information con- 
tained elsewhere in this Annual Report is consistent with the consolidated financial statements. 

Management has established systems of accounting and internal control that provide reasonable assurance that 
assets are safeguarded from loss or unauthorized use, and produce reliable accounting records for the preparation of 
financial information. Policies and procedures are maintained to support the accounting and internal control systems 
and include an established code of business conduct. 

The independent external auditors, PricewaterhouseCoopers LLP, have conducted an examination of the consoli- 
dated financial statements in accordance with Canadian generally accepted auditing standards on behalf of the 
shareholders. The independent auditors have full and free access to the Audit Committee. 

The Board of Directors carries out its responsibility for the consolidated financial statements principally through 
its Audit Committee, consisting of three members, all of whom are unrelated directors. This Committee reviews the 
consolidated financial statements with management and the independent auditors prior to submission to the 
Board for approval. The Audit Committee also recommends to the Board the independent auditors to be proposed to 
the shareholders for appointment. Interim consolidated financial statements are reviewed by the Audit Committee 
prior to release to the shareholders. 

The consolidated financial statements are approved by the Board of Directors on the recommendation of the 
Audit Committee. 


Jf) Cpe of 


J.G. Gardiner A.R. Hagerman 
President and Chief Executive Officer Vice President and Chief Financial Officer 


AUDITORS’ REPORT 


TO THE SHAREHOLDERS OF FORDING INC. 

We have audited the consolidated balance sheets of Fording Inc. as at December 31, 2002 and 2001 and the consol- 
idated statements of income and retained earnings and cash flows for the years ended December 31, 2002, 2001 and 
2000. These consolidated financial statements are the responsibility of the corporation’s management. Our respon- 
sibility is to express an opinion on these financial statements based on our audits. 

We conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards 
require that we plan and perform an audit to obtain reasonable assurance whether the financial statements are 
free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and 
disclosures in the financial statements. An audit also includes assessing the accounting principles used and signifi- 
cant estimates made by management, as well as evaluating the overall financial statement presentation. 

In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position 
of the corporation as at December 31, 2002 and 2001 and the results of its operations and its cash flows for the years 
ended December 31, 2002, 2001 and 2000 in accordance with Canadian generally accepted accounting principles. 


Preraatirbeua lerpirs LL/ 
Chartered Accountants 

Calgary, Alberta 

January 17, 2003 


(except as to note 20, which is as of February 28, 2003) 


PricewaterhouseCoopers refers to the Canadian firm of PricewaterhouseCoopers LLP and the other member firms of PricewaterhouseCoopers International Limited, 
each of which is a separate and independent legal entity. 
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Fording Inc. 


CONSOLIDATED BALANCE SHEETS 
As at December 31 


(millions of Canadian dollars) 


ASSETS 


Current assets 

Cash and temporary investments 
Accounts receivable 

Inventory (note 4) 

Prepaid expenses 


Capital assets (note 5) 


Other assets 


LIABILITIES 


Current liabilities 
Bank indebtedness 
Accounts payable 
Income taxes payable 


Reclamation (note 6) 

Pensions and other post-retirement benefits (note 7) 
Long-term debt (note 8) 

Future income taxes (note 9) 


Commitments and contingencies (note 17) 


SHAREHOLDERS’ EQUITY 


Capital stock (note 10) 


Capital contributed (note 10) 
Retained earnings 


Foreign currency translation adjustments (note 10) 


The accompanying notes are an integral part of these financial statements. 


Approved by the Board of Directors: 


J.G. Gardiner HG Schaefer 


Director Director 
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Fording Inc. 


CONSOLIDATED STATEMENTS OF INCOME AND RETAINED EARNINGS 
Years ended December 31 


(millions of Canadian dollars, except per share amounts) 
Revenues 


Expenses 

Cost of sales 

Selling, general and administration 
Depreciation and depletion 

Brooks capital expense (note 12) 


Income from operations 


Other expenses 

Provision for asset write-down (note 13) 
Reorganization costs (note 14) 

Interest expense 

Interest income 

Other 


(Loss) income before taxes 


Income taxes (note 9) 
Current 
Future 


Net (loss) income 


Average number of shares outstanding 
(millions) (note 10) 


Basic (loss) earnings per share (note 10) 
Diluted (loss) earnings per share (note 10) 
Retained earnings — beginning of year 


Net (loss) income for the year 
Dividends 
Repurchase of capital stock (note 10) 


Retained earnings — end of year 


The accompanying notes are an integral part of these financial statements. 
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Fording Inc. 


CONSOLIDATED STATEMENTS OF CASH FLOWS 
Years ended December 31 


(millions of Canadian dollars) 


Operating activities 

Net (loss) income for the period 

Provision for asset write-down (note 13) 
Depreciation and depletion 

Employee future benefits contribution (note 7) 
Employee future benefits expense (note 7) 
Brooks capital expense (note 12) 

Future income taxes (note 9) 

Reclamation provision, net (note 6) 

Other operating items, net 


Cash flow 
Change in non-cash working capital (note 15) 


Cash from operations 


Financing activities 

Dividends 

Repurchase of capital stock (note 10) 
Issuance of capital stock (note 10) 
Increase (decrease) in long-term debt 
Increase (decrease) in bank indebtedness 
Capital contributed 


Investing activities 

Additions to capital assets 

Proceeds on disposal of capital assets 
Other 


Increase (decrease) in cash position 


Cash and temporary investments — 
beginning of year 


Cash and temporary investments — 
end of year 


Temporary investments are investments maturing within 3 months. 


The accompanying notes are an integral part of these financial statements. 


CONSOLIDATED FINANCIAL STATEMENTS 


Fording Inc. 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
December 31, 2002 


1. CORPORATE REORGANIZATION 

On October 1, 2001, as part of a Plan of Arrangement, Canadian Pacific Limited (“CPL”) distributed its 
interests in Fording Corporation (old Fording Inc.) to a newly created publicly held corporation, Fording 
Inc. As both Fording Corporation and Fording Inc. were under the control of CPL, the transaction was 
accounted for in a manner similar to a pooling of interests, and the historical financial information of 
Fording Corporation became the historical financial information of Fording Inc. (“the Corporation’). 

The number of Fording shares outstanding on October 5, 2001, being the date that former sharehold- 
ers of CPL became shareholders of Fording Inc., was 52.5 million. The Fording Corporation common 
shares outstanding at the time of the CPL reorganization are wholly owned by Fording Inc. 


2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
PRINCIPLES OF CONSOLIDATION 

The consolidated financial statements have been prepared in accordance with Canadian generally 
accepted accounting principles and include the accounts of Fording and its subsidiaries, all of which are 
wholly owned. The material differences between Canadian and United States generally accepted 
accounting principles, insofar as they apply to Fording, are discussed in note 21. 

Certain mining activities are conducted on a joint venture basis. The consolidated financial statements 
reflect the Corporation’s proportionate interest in such ventures, as disclosed in note 15(c). A joint venture 
is an economic activity resulting from a contractual arrangement whereby two or more venturers jointly 
control the economic activity. Joint control of an economic activity is the contractually agreed sharing of 
the continuing power to determine its strategic operating, investing and financing policies. 


INVENTORY 

Product and raw minerals inventory is valued at the lower of average production cost and net realiz- 
able value. Production costs include labour, operating materials and supplies and an applicable portion 
of operating overhead. 

Stores and materials inventory is valued at the lower of actual cost and net realizable value. Actual 
cost represents the delivered price of the item. 


CAPITAL ASSETS 

Land, buildings and equipment are recorded at cost; maintenance and repairs of a routine nature 
are expensed as incurred. Buildings are depreciated on the straight-line basis over their useful lives, 
ranging from 15 to 40 years. Equipment is depreciated on the straight-line basis over its useful life, 
based on the number of hours in operation and ranging from 5 to 35 years. 

Mineral properties and development include expenditures to acquire and develop identified mineral 
properties and reserves and net costs relating to production during the development phase. Depletion 
on producing properties is provided using a unit of production method based upon the proven and 
probable mineral reserve position of the mine. Development costs incurred to expand the capacity of 
operating mines, to develop new ore bodies or to develop mine areas substantially in advance of current 
production are capitalized and charged to operations on a unit of production method related to the 
mineral reserves position. 

Exploration costs are charged to earnings in the period in which they are incurred, except where 
these costs relate to specific properties for which economically recoverable reserves have been estab- 
lished, in which case they are deferred. Upon commencement of production, deferred costs are charged 
to operations on a unit of production method related to the mineral reserve position of the property. 

When the net carrying value of a capital asset, less its related provision for future removal and site 
restoration costs and less related future income taxes, exceeds the estimated undiscounted future net 
cash flows together with its residual value, the excess is charged to earnings. 
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RESEARCH AND DEVELOPMENT 

Research costs are charged to earnings in the period in which they are incurred. 

Development costs related to products and processes for which the technical and economic feasibili- 
ties are established are deferred until commercial production or until the process is in use. 


CAPITALIZED INTEREST 
Interest is capitalized on major capital projects under construction based on the borrowing rate of 
debt related to the project or the Corporation’s average cost of borrowing. 


RECLAMATION 

Reclamation costs to be incurred at the completion of the current long-range mine plans are esti- 
mated based on known or estimated costs to reclaim all disturbed sites to meet existing regulatory 
standards. These costs are then accrued on an undiscounted unit of production basis as mining activi- 
ties release the reserves included in the long-range mine plan. The costs include allowances for the 
reclamation of all pits, spoils, tailings ponds and mine infrastructure, and are based on the existing cost 
structure for these activities at each of the operations. Reclamation is normally carried out continuous- 
ly over the life of each mining operation and is largely controlled by the rate that mining progresses 
over specific areas and those areas become available for reclamation. Reclamation plans and scheduling 
are predicated on completing a large proportion of the outstanding reclamation prior to depleting the 
reserves contained in the long-range mine plan. Accrued reclamation costs are periodically reviewed by 
management and are revised for changes in future estimated costs and regulatory requirements. 


LONG-TERM DEBT 

Long-term debt includes debt which matures beyond one year, and borrowings on a revolving basis 
which under the borrowing facility can be extended for more than one year at the option of the Corpo- 
ration. 


POREIGN CURRENCY TRANSLATION 

The functional currency and therefore the unit of measure of the Corporation’s industrial mineral 
subsidiaries, NYCO Minerals and Minera NYCO, is the US dollar. The functional currency of the Corpora- 
tion’s Mountain and Prairie operations and the reporting currency of the Corporation is the Canadian 
dollar. The financial statements of the Corporation’s Minera NYCO operation are remeasured from Mexi- 
can pesos into US dollars using the year-end exchange rate for monetary assets and liabilities, and the 
historical exchange rates for non-monetary assets and liabilities. Foreign currency revenues and 
expenses are remeasured at the exchange rate in effect on the dates of the related transactions, except 
for provisions for depreciation and depletion, which are remeasured on the same basis as the related 
assets. Foreign currency transaction gains and losses are included in income immediately. 

The US dollar accounts of the Corporation’s NYCO Minerals and Minera NYCO operations are translat- 
ed into Canadian dollars, the reporting currency of the Corporation, using the current rate method. 
Assets and liabilities are translated using the year-end exchange rates for assets and liabilities, and rev- 
enues and expenses are translated at the average exchange rates in effect for the year. Exchange gains 
or losses arising from translation are deferred and included under Shareholders’ Equity as Foreign Cur- 
rency Translation Adjustments. 


FINANCIAL INSTRUMENTS 

Derivative financial instruments, specifically foreign exchange forward contracts, are utilized by the 
Corporation to manage its foreign currency exposure. The Corporation does not employ derivative 
financial instruments for trading or speculative purposes. The gains and losses on derivative instru- 
ments used as hedges are recognized in income in the period that the hedged exposure is recognized in 
income, which is the same period in which the instrument is settled. The gain or loss is netted against 
the item that was hedged. 
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REVENUE RECOGNITLON 

Sales revenues are recognized when title passes to the customer. Seaborne coal sales revenues are 
recognized when the coal has been loaded on the vessel. Rail direct sales are recognized when the own- 
ership of the coal is transferred to the customer - either when the coal is loaded on the train, or when 
the train arrives at its destination. Industrial minerals sales revenues are recognized upon shipment to 
customers from the plant or warehouse. 

Revenues in the Prairie Operations primarily consist of contracted services, return on investment 
and royalties. The revenues are recorded when the services required by the underlying contract are pro- 
vided or the mineral reserve is mined. Return on investment and royalties are recognized when earned. 


MANAGEMENT ESTIMATES 

The consolidated financial statements include certain management estimates that may require 
accounting adjustments based on future occurrences. The most significant estimates relate to deple- 
tion, depreciation, asset impairment test calculations for capital assets, future reclamation liabilities 
and employee future benefits as all of these calculations are based on reserve estimates and/or esti- 
mated future costs. Actual results could differ from those estimates. 


INCOME TAXES 

Future tax assets and liabilities are recognized based on differences between the bases of assets and liabil- 
ities used for financial statement and income tax purposes, using substantially enacted tax rates. The effect 
of changes in income tax rates on future income tax assets and liabilities is recognized in the period that the 
change occurs. Unless a future tax asset is more likely than not to be realized, the asset is provided for. 


STOCK-BASED COMPENSATION 

Under the Corporation’s stock-based compensation plan, the exercise price of stock options issued to 
employees is equivalent to market price at the time of the grant; therefore no compensation expense is 
recognized when options are issued. Pro forma fair-value-based net income and earnings per share infor- 
mation are disclosed for stock-based compensation and other stock-based payments granted on or after 
January 1, 2002. Any consideration paid by employees on exercise of stock options or purchase of stock is 
credited to share capital. 


EMPLOYEE FUTURE BENEFITS 

The costs of pensions and other post-retirement benefits (primarily health care and life insurance) are 
actuarially determined using the projected benefit method prorated on service and management's best 
estimate of expected plan investment performance, salary escalation, retirement ages of employees and 
expected costs. Market related values are used for calculating the expected return on plan assets. The pro- 
jected benefit obligation is discounted using a market interest rate at the end of the year on high-quality 
corporate debt instruments. 

For defined benefit plans, employee future benefit expense includes the cost of pension benefits 
earned during the current year, the interest cost on pension obligations, the expected return on pension 
plan assets, the amortization of adjustments arising from pension plan amendments and the amortiza- 
tion of the excess of the net actuarial gain or loss over 10% of the greater of the benefit obligation and 
the market related value of plan assets. The amortization period consists of the expected average 
remaining service lives of employees covered by the various plans. 

For defined contribution plans, pension costs equal plan contributions made during the current year. 

The costs of post-retirement benefits, other than pension, are recognized on an accrual basis over the 
remaining service life of employees. 


3. CHANGES IN ACCOUNTING POLICIES 
STOCK-BASED COMPENSATION 

Effective January 1, 2002, the Corporation adopted the provisions of CICA Handbook Section 3870, 
“Stock-based Compensation and Other Stock-based Payments”. The new section applies to all stock- 
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based compensation granted on or after January 1, 2002, and encourages accounting for stock-based 
payments and awards using a fair-value-based method of accounting. When a corporation does not use 
the fair-value-based method of accounting, it must disclose pro forma fair-value-based net income and 
earnings per share information. 

Under the new recommendations, the Corporation’s accounting for stock options is unchanged from 
prior periods, except for additional pro forma disclosure as detailed in note 11. 


POREIGN CURRENCY TRANSLATION 

Effective January 1, 2002, the Corporation adopted the revised recommendations of CICA Handbook 
Section 1650 “Foreign Currency Translation”. There was no impact to the Corporation because of this 
change in accounting policy, as the Corporation had no foreign currency denominated debt as at Janu- 
ary 1, 2002, or in the two prior years. 


HEDGING RELATIONSHIPS 

In November 2001, the CICA issued Accounting Guideline 13 (AcG 13), “Hedging Relationships”, which will 
be effective for years beginning on or after July 1, 2003, although earlier application is encouraged. AcG 13 
addresses the identification, designation, documentation and effectiveness of hedging relationships for 
the purposes of applying hedge accounting. In addition, it deals with the discontinuance of hedge account- 
ing and establishes conditions for applying hedge accounting. Under the new guideline, a Corporation is 
required to document its hedging relationships and explicitly demonstrate that the hedges are sufficiently 
effective in order to continue accrual accounting for positions hedged with derivatives. The Corporation 
will continue to apply hedge accounting for foreign exchange forward contracts under AcG 13 after adop- 
tion of the Guideline. There will be no impact to the Corporation’s income statement or balance sheet due 
to application of this standard. 


RECENT PRONOUNCEMENTS 
Discontinued Operations 

CICA Handbook Section 3475, “Disposal of Long-Lived Assets and Discontinued Operations”, applies to 
disposal activities initiated by an enterprise’s commitment to a plan on or after May 1, 2003. Application 
is prospective with earlier adoption encouraged. The new Section establishes standards for the recogni- 
tion, measurement, presentation and disclosure of the disposal of long-lived assets and discontinued 
operations, and replaces the disposal provisions of Section 3061, “Property, Plant and Equipment”. 


Impairment of Long-lived Assets 

Effective for fiscal years beginning on or after April 1, 2003, CICA Handbook Section 3063, “Impairment 
of Long-lived Assets”, establishes standards for the recognition, measurement and disclosure of the 
impairment of long-lived assets and replaces the write-down provisions of Section 3061, “Property, Plant 
and Equipment”. Application of the Section is prospective, with earlier adoption encouraged. Under the 
Section, impairment of long-lived assets is determined by a two-step process, with the first step deter- 
mining when impairment is recognized, and the second step measuring the amount of the impairment. 
An impairment is recognized when the carrying amount of a long-lived asset exceeds the sum of the 
undiscounted cash flows expected to result from its use and eventual disposition. An impairment loss is 
measured as the amount by which the long-lived asset’s carrying amount exceeds its fair value. 


4. INVENTORY 


(millions of Canadian dollars) 2002 2001 


Product and raw minerals 147.1 $ 115.4 
Stores and materials 42.6 41.4 


WSO S$ 156.8 
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Dy CAPITAL ASSETS 
(millions of Canadian dollars) 


Accumulated 
amortization 


Land, buildings and equipment Se 00077 
Mineral properties and development 129.4 


730.1 


(millions of Canadian dollars) 


Accumulated 
Cost amortization Net 


Land, buildings and equipment 1,133.9 $ 548.6 585.3 
Mineral properties and development 332.6 110.8 221.8 


1,466.5 659.4 807.1 


During each of the last three years, there was no interest expense capitalized to projects under con- 
struction. At December 31, 2002, there was $3.5 million capitalized (2001 - $5.4 million) for reserves and 
coal deposits located on properties upon which there is no current mining operations and which are not 
being amortized. 


6. RECLAMATION 

The amounts accrued on the unit of production method for reclamation costs were $2.2 million in 
2002; and $2.5 million in 2001. The amounts spent on reclamation activities were $0.9 million in 2002; 
and $1.0 million in 2001. At December 31, 2002, the estimated total of all future reclamation costs was 
approximately $75 million and the balance, which is not provided for, is being accrued over the remain- 
ing reserve life at each mine which ranges from 12 to 25 years. 


7. PENSIONS AND OTHER POST-RETIREMENT BENEFITS 

Substantially all of the Corporation’s employees participate in either defined benefit or defined con- 
tribution pension plans. 

The defined contribution pension cost for the year ended December 31, 2002 was $1.3 million (2001 - 
$1.3 million; 2000 - $1.4 million). 

The defined benefit plans are non-contributory and provide for pensions based principally on years 
of service, or years of service and compensation rates near retirement. Annual contributions to these 
plans, which are based on actuarial cost methods, are made on the basis of not less than the minimum 
amounts required by legislation. The defined benefit pension cost for the year ended December 31, 2002 
was $8.7 million (2001 - $5.0 million; 2000 - $5.1 million) and includes the following components: 


(millions of Canadian dollars) 2002 2001 


Current service cost (benefits earned by employeesinthe year) $ 5.6 5.0 
Interest cost on projected benefit obligation 9.2 8.1 

Expected return on pension fund assets (7.3) (7.8) 
Other 1.2 (0.3) 


Net expense cy 5.0 
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Information about the Corporation’s defined benefit pension plans, in aggregate, is as follows: 


(millions of Canadian dollars) 


Change in benefit obligation 


Benefit obligation at January 1 $ 124-08 $ 112.9 
Current service cost 5.6 5.0 
Interest cost 9.2 8.1 
Benefits paid (2.7) (2.5) 
Foreign currency changes (0.7) 0.5 
Change in actuarial assumptions FET = 

Benefit obligation at December 31 143.1 124.0 

Change in fund assets 

Fair value of fund assets at January 1 103.4 104.3 
Actual return on fund assets (11.2) (4.4) 
Employer contributions 27.1 4.4 
Benefits paid (2.7) (2.5) 
Other 0.9 1.6 

Fair value of fund assets at December 31 117.5 103.4 

Funded status — plan deficit (25.6) (20.6) 

Unamortized prior service cost 3.8 0.9 

Unamortized net actuarial loss 26.1 5.5 

Accrued benefit asset (liability) in the consolidated balance sheet $ Aecee § (14.2) 


Included in the above accrued benefit obligation and fair value of the fund assets at year-end are the 
following amounts in respect of the plans that are not fully funded: 


(millions of Canadian dollars) 


2002 2001 


ooo 


Fair value of fund assets 


Benefit obligation Sa (t08.1),. $ (91.2) 
79.1 62.1 
Funded status — plan deficit $ (29.0) $ = (29.1) 


Pension fund assets consisted primarily of pooled funds, bonds and listed stocks, while health care 
and life insurance benefits are unfunded. 
Actuarial assumptions used at December 31, 2002, 2001, and 2000 are approximately: 


2002 2001 2000 
a a ea 
Discount rate for plan obligation 6.5% 6.5% 6.5% 
Projected future salary increases 3.0% 3.0% 3.0% 
Expected rate of return on fund assets 6.5% 6.5% 6.5% 


In addition to pension benefits, the Corporation provides health-care and life-insurance benefits for 
retired employees. For the year ended December 31, 2002, the costs of post-retirement benefits other 
than pensions amounted to $1.6 million (2001 - $1.3 million; 2000 - $1.2 million) and consisted of current 
service costs of $0.6 million and interest costs on projected benefit obligation of $1.0 million. 
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8. LONG-TERM DEBT AND FINANCIAL INSTRUMENTS 


(millions of Canadian dollars) 


Unsecured bank loans: 
Revolving loans with interest rates varying from 
3.63% to 4.50% (2001- 2.15% to 4.00%) 135.0 131.0 


135.0 131.0 


The Corporation has $250 million of committed bank credit facilities, divided between three different 
tranches. Tranche A provides a $100-million extendable 3-year revolving credit facility, and Tranche B 
provides a $100-million extendable 1-year revolving, 2-year term out non-revolving credit facility. 
Tranches A and B are available for general corporate purposes. The third tranche is available for working 
capital purposes and for the provision of letters of credit and letters of guarantee. This working capital 
tranche provides a $50-million extendable 3-year revolving credit facility. Interest rates on the borrow- 
ings vary depending upon the Corporation’s financial ratios and the tranche drawn. The borrowing 
rates under these facilities averaged 3.40% in 2002 (2001 - 2.81%). 

As at December 31, 2002, the Corporation had $51 million of letters of credit or letters of guarantee 
outstanding (2001 - $38 million) leaving available unused lines of credit with a financial institution of 
$64 million (2001 - $81 million). 


FOREIGN EXCHANGE FORWARD CONTRACTS 
Exposure to changes in the Canadian/US exchange rate on future revenue streams is managed by 
selling forward US dollars at fixed rates in future periods. As at December 31, 2002, the Corporation has 
entered into foreign exchange forward contracts to sell approximately US$1,469 million at rates ranging 
from 1.39 to 1.62 over the years 2003 to 2006. 
Average Average 
Year Amount Hedged ExchangeRate Exchange Rate 
(millions of US$) (CDNS/USS) (US$/CDNS) 
2003 1.54 0.65 
2004 1.53 0.66 
2005 1.51 0.66 
2006 1.60 0.62 


Total $ 1,469 


At December 31, 2002, the unrealized loss on foreign exchange forward contracts was $111.3 million 
(2001 - $183.5 million; 2000 - $94.9 million). The Corporation’s realized loss on foreign exchange included 
in 2002 revenues is $83.5 million (2001- $54.2 million; 2000 - $13.1 million). 


CREDIT RISK MANAGEMENT 

Export coal sales represent the principal component of the Corporation’s revenues. The Corporation 
competes primarily with coal producers from Australia, the United States, and other Canadian export 
coal suppliers. Coal is sold under contract or in the spot market to approximately 50 customers world- 
wide, which are primarily steel or electric power producers. Coal sales are contracted in US dollars and 
terms of payment vary from three to 180 days. To manage its credit risk, the Corporation obtains either 
export trade credit insurance, or confirmed irrevocable letters of credit as necessary. Credit risk for wol- 
lastonite trade receivables is limited by the large and diversified customer base. 

The Corporation is exposed to credit losses in the event of non-performance by counterparties to 
financial instruments; however, the Corporation deals with counterparties of high credit quality to miti- 
gate risk of non-performance. In addition, the Corporation does not believe that there are any signifi- 
cant concentrations of credit risk. 
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INTEREST RATE EXPOSURE AND FAIR VALUE 

The carrying amounts of short-term financial assets and liabilities as presented in the Balance Sheet 
are reasonable estimates of fair values due to the relatively short periods to maturity and the commer- 
cial terms of these instruments. The carrying amount of long-term debt of $135.0 million at December 
31, 2002 is a reasonable estimate of fair value due to the commercial terms of the debt. 


9. INCOME TAXES 
The difference between the income tax expense and the provision obtained by applying the statuto- 
ry tax rate is as follows: 


(millions of Canadian dollars) 2002 2001 2000 


Expected income tax expense at Canadian statutory taxrates $ tages $ We 31.8 

Increase (decrease) in taxes resulting from 
Provision for asset write-down 59.6 - t, 
Mineral taxes 21.3 18.4 77 
Depletion and resource allowances (10.1) (13.7) (7.0) 
Reduction in tax rate (0.2) (9.4) ~ 
Losses not tax affected 1.8 2.3 2.6 
Large corporation tax 0.7 0.6 2.0 
Foreign tax rate differentials 0.2 - (0.2) 
Other (8.7) (3.2) (1.1) 

Income tax expense $ 59.9 $ CORNERS 35.8 


The temporary differences comprising the future income tax assets and liabilities are as follows: 


(millions of Canadian dollars) 2002 2001 


Future income tax assets 


Liabilities carrying value in excess of tax basis $ Cae S 10.7 
Future site restoration costs 16.6 15.0 
Foreign tax loss carryforwards and foreign tax assets 58.7 10.3 
Provision against foreign tax loss carryforwards and foreign tax assets (58.7) (10.3) 


Other 6.8 - 


Future income tax assets 29.5 AST 


Future income tax liabilities 


Capital assets carrying value in excess of tax basis 212.5 200.3 
Other 1.9 3-7 


Future income tax liabilities 214.4 204.0 


Net long-term future income tax liability $ 1s490m S$ 178.3 


As at December 31, 2002, a foreign subsidiary has income tax loss carryforwards of $82.1 million, 
which are available to reduce future years’ taxable income and expire in the years 2007 through 2010. 
The Corporation’s US subsidiary, NYCO Minerals, and certain of CPl’s other US subsidiaries filed a con- 
solidated United States income tax return up to the 2001 reorganization. The Corporation is jointly and 
severally liable for any and all taxes which may be assessed in respect of periods up to the CPL reorganiza- 
tion. The following amounts have been recorded in the financial statements related to this arrangement: 


(millions of Canadian dollars) 2001 2000 


Aggregate current and future income tax expense for the year $ he eS 4.3 
Tax-related balances due to affiliate at December 31 5.4 
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10. SHAREHOLDERS’ EQUITY 

CAPITAL STOCK 
The Corporation’s authorized share capital consists of an unlimited number of common shares. 
An analysis of common share balances is as follows: 


(in millions) Number Amount 


Balance October 5, 2001 us SS 126.4 
Issued under stock option plans 0.1 0.4 
Cancelled under normal course issuer bid (0.6) (1.3) 


Balance December 31, 2001 52.0 125.5 
Issued under stock option plans 0.1 0.7 
Cancelled under normal course issuer bid (1.4) (3.8) 


Balance December 31, 2002 Oso 122.4 


In October 2001, the Corporation announced a program to enable the repurchase and cancellation of 
amaximum of 10% of outstanding common shares. Purchases under the program commenced October 
5,2001 and terminated on September 30, 2002. Over the course of the program the Corporation pur- 
chased 2.0 million shares at an average price of $27 per share. When stock was repurchased, the excess 
of consideration paid over the carrying amount of stock and any contributed surplus was charged to 
retained earnings. 


CAPITAL CONTRIBUTED 

As at December 31, 2001, the Corporation had capital contributions totalling $1.8 million. Capital con- 
tributed was reduced to nil during 2002 for differences between the prevailing market price of shares, 
purchased by the Corporation under the share repurchase plan, and average book value. 


POREIGN CURRENCY TRANSLATION ADJUSTMENTS 
Included in equity are the following cumulative foreign currency translation adjustments: 


(millions of Canadian dollars) 2002 


Balance —January 1 37:3 
Change in foreign currency translation rates on foreign subsidiaries (2.8) 


Balance — December 31 34508 $ 


EARNINGS PER SHARE 

For the year ended December 31, 2002, basic earnings per share was calculated by dividing net income 
for the year by the weighted average number of Fording Inc. shares outstanding during the year. For the 
year ended December 31, 2001, the weighted average number of shares outstanding was calculated 
using the number of shares issued as a result of the CPL reorganization for the first nine months of 2001 
(note 1) and actual shares outstanding for the remainder of the year. 

For the year ended December 31, 2000, basic earnings per share was calculated using the number of 
shares outstanding immediately after completion of the CPL reorganization. The dilutive effect of stock 
options was calculated based on the number of options outstanding immediately after the completion 
of the CPL reorganization. 
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For the three years presented in calculating diluted earnings per share, net income remains 
unchanged from the basic earnings per share calculation and the number of shares outstanding is 
increased for the dilutive effect of outstanding stock options. The treasury stock method is used to 
determine the dilutive effect of stock options and other dilutive instruments. 


(in millions) 2002 2001 2000 


Weighted average number of common shares 


outstanding — basic earnings per share 51.4 52.5 52.5 
Effect of dilutive securities — stock options = 0.2 0.2 


Weighted average number of common shares 
outstanding — diluted earnings per share 51.4 ply 52.7 


For the year ended December 31, 2002, the dilutive effect of 0.2 million stock options has been exclud- 
ed from the diluted earnings per share calculations on the basis that they would be anti-dilutive to the 
loss per share. 


11. STOCK-BASED COMPENSATION 

At December 31, 2002, the Corporation had several stock-based compensation arrangements includ- 
ing a stock option plan, a replacement stock option plan, replacement stock appreciation rights (“SARs”), 
a deferred share unit plan, an employee stock purchase plan and a directors stock option plan. These 
plans resulted in compensation expense in the year of $3.4 million (2001 - $5.7 million). 


REPLACEMENT OPTIONS AND SARS 

Due to the reorganization of CPL, all employees who were members of CPl’s stock-based compensa- 
tion program received, in exchange for their CPL options and SARs, fully vested replacement options and 
SARs in the spunoff companies according to the reorganization ratio used for common shares. The exer- 
cise price of the CPL options and SARs was allocated among the replacement options and SARs of each of 
the spunoff companies based on a formula using the average trading price of the spunoff companies 
for their first 10 days of trading. 

By agreement between Fording Inc. and its former affiliates, the difference between the strike price 
and the exercise price of the SARs of the former affiliates held by Fording Inc. employees are recognized 
as an expense by Fording, while the difference between the strike price and the exercise price of Fording 
Inc. SARs held by employees of the former affiliates are recovered from the former affiliates. 

Stock options are not expensed when issued or exercised; however, an expense for SARs is recognized 
on the incremental change in the market value of the underlying stock between reporting periods. 
There is a one-to-one cancellation ratio between stock options and SARs. 


Details of the stock options outstanding are as follows: 
2002 
ee Se a ee ee ee eee 


Options —January 1 


Stock Options 


596,766 9 $ 15.90 


Directors’ Options 


Weighted Weighted 
Average Average 
Number Exercise Price Number Exercise Price 


48,000 $ 21.43 


Granted 224,960 27.60 32,000 31.06 
Exercised (64,237) 11.15 - ~ 
Cancelled (62,301) 20.36 - - 
Outstanding —- December 31 695,188 19.73 80,000 25.28 


Options exercisable at December 31, 2002 were 290,760 at a weighted average price of $13.48. 
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Stock Options 


Weighted 
Average 


Number Exercise Price 


11.80 
20.86 
12.21 
20.86 


364,444 $ 

272,238 

(39,416) 
(500) 


596,766 


Replacement options — October 5 
Granted 

Exercised 

Cancelled 


Outstanding — December 31 15.90 


2001 
Directors’ Options 


Weighted 
Average 


Number Exercise Price 


= $ 


48,000 


21.43 


48,000 


Options exercisable at December 31, 2001 were 325,028 at a weighted average price of $11.76. 

On April 23, 2002, under the Directors’ Stock Option Plan, the Corporation granted 32,000 options to 
purchase common shares at $31.06, being the five-day weighted average trading price of the shares on 
the Toronto Stock Exchange. The expiry date of options is 10 years after the grant date and the options 
become exercisable following the next annual shareholders’ meeting. The Corporation granted 224,960 
options under the Key Employee Stock Option Plan on February 15, 2002, at an exercise price of $27.60, 
being the five-day weighted average trading price of the shares on the Toronto Stock Exchange. Options 
issued under the Key Employee Stock Option Plan expire 10 years after the grant date and become exer- 
cisable over a three-year vesting period. 

On a pro forma basis, had compensation cost for the Corporation’s stock options issued in 2002 been 
determined based on the fair-value method, the Corporation’s net income and earnings per share 
would have been reduced to the amounts shown below. 

2002 


(millions of Canadian dollars, except per share amounts) 


(70.9) 
(71.9) 


Net loss As reported $ 


Pro forma 


(1.38) 
(1.40) 


As reported $ 
Pro forma 


Basic loss per share 


(1.38) 
(1.40) 


As reported $ 
Pro forma 


Diluted loss per share 


On a pro forma basis, the fair value of options is amortized to compensation expense over the vest- 
ing period of the options, and would have resulted in a $1.0 million pro forma adjustment in 2002. 
The fair value of options granted during 2002 was estimated at $2.5 million, using the Black-Scholes 
model with the following weighted average assumptions: 
2002 


6 
4.9% 
33.0% 
1.8% 


Expected life (years) 
Risk-free interest rate 
Expected volatility 
Dividend yield 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


At December 31, 2002, the details of all stock options outstanding were as follows: 


Weighted 

Range of Average Weighted Weighted 

Exercise Number Remaining Average Number Average 
Prices Outstanding Contractual Life Exercise Price Exercisable Exercise Price 
$ 7-10 48,275 1.6 $ 8.88 48,275 S 8.88 
12-16 194,485 ill 12.66 194,485 12.66 
20-22 294,838 8.9 20.95 48,000 21.43 

27 - 32 237,590 g.2 28.07 = = 
7-32 775,188 8.1 20.30 290,760 13.48 


EMPLOYEE SHARE PURCHASE PLAN 

In October 2001, the Corporation created an employee share purchase plan whereby employee and 
Corporation contributions are used to purchase shares on the open market for the employee. An expense 
is recognized over a one-year vesting period on the Corporation’s contributions. 

The plan allowed all employees to contribute up to 6% of their base earnings during the first six 
months of the plan and the Corporation matched employee contributions, up to $1,700. After the thresh- 
old of $1,700 was reached or after the initial six months of the program, the Corporation contributed $1 
for every $3 contributed by the employee. 

At December 31, 2002, 916 employees (2001- 904) were participating in the plan. The total number of 
shares purchased on behalf of employees, including the Corporation’s contributions, was 134,693 shares 
(2001- 47,533). !n 2002, the Corporation’s contributions totalled $1.3 million (2001 - $0.6 million). 


12. BROOKS CAPITAL EXPENSE 

During 2002 the Corporation decided to expense all amounts that had been capitalized relating to 
the Brooks power project. Due to the present state of economic and environmental uncertainties in the 
power industry, transmission congestion issues and the current absence of a partner for the project, the 
future recovery of the project costs is uncertain. 


13. PROVISION FOR ASSET WRITE-DOWN 

Due to a history of operating losses and uncertainty around future improvement, the Corporation 
assessed the recoverability of its investment in long-lived assets related to the Minera NYCO operation 
in Mexico. The Corporation projected the undiscounted future net cash flows of these assets and deter- 
mined that they were less than the carrying value. Accordingly, the Corporation recorded a provision for 
asset impairment of $140 million. Estimates of undiscounted future net cash flows are subject to signif- 
icant uncertainties and assumptions, therefore actual results could vary significantly from such esti- 
mates. The write-down has been reflected in the asset balance of the Industrial Minerals segment in 
note 18, and is shown below Income from Operations for the segment. 

The excess of tax basis over net book value created by the write-down has not been recognized. The 
asset can only be recognized if its realization is more likely than not. The only tax effect recognized on 
the write-down was reversal of a $2.8 million future tax liability associated with assets recorded in 
Canada related to the Minera NYCO operation. 


14. REORGANIZATION COSTS 

Costs of $11.5 million were incurred in 2002 for the Corporation’s Plan of Arrangement (note 20) and 
response to the unsolicited offer by Sherritt Coal Acquisition Inc. Costs of $3.9 million in 2001 were relat- 
ed to the CPL reorganization (note 1). a 
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15. SUPPLEMENTAL INFORMATION 
A) CHANGE IN NON-CASH WORKING CAPITAL 


(millions of Canadian dollars) 


Decrease (increase) in current assets 
Accounts receivable : (6.7) 13.4 
Inventory (28.2) 175 
Prepaid expenses (2.7) (3.3) 


Increase (decrease) in current liabilities 
Accounts payable, excluding capital accruals (3.5) 9.7 8.1 
Income taxes payable 15 (2.4) (17.5) 


Sees $303) § 18.2 


The change in accounts payable excludes capital accruals of $6.6 million as at December 31, 2002. 


B) CASH TRANSACTIONS 
These amounts are actual cash outlays made during the respective periods and will not agree with 
amounts reported on the financial statements due to accruals. 


(millions of Canadian dollars) 


Income taxes paid 
Interest paid 


C) INTEREST IN JOINT VENTURES . 

A portion of the Corporation’s mining activities are conducted through its interests in joint ventures. 
As disclosed in note 2, these are accounted for on a proportionate consolidation basis. The financial 
statements include the Corporation’s proportionate share of joint venture activities as follows: 


(millions of Canadian dollars) 2002 2001 


Total revenues Be 146.1 
Total cost of sales 97.0 110.9 
Total operating expenses 113.7 128.4 
Income from operations (joint venture net income) 177 17.7 


Total current assets 28.9 24.0 
Long-term assets 200.3 188.1 

Total current liabilities 11.5 10.6 
Long-term obligations = 


Cash from operating activities 30.4 
Cash used in financing activities 1.5 
Cash used in investing activities 28.8 


D) SECURITIZATION OF RECEIVABLES 

The Corporation has entered into an Agreement with a Canadian Schedule 1 bank, whereby the Cor- 
poration may sell on a non-recourse basis certain of its US dollar coal receivables for 100% of the 
invoiced amount less the applicable market financing rate as applied to the period from the date of dis- 
count to the date of maturity of the receivable. In selling a receivable, the Corporation assigns to the 
bank ownership of the receivable and its interest in any applicable trade credit insurance coverage; 
deductibles under the insurance policy are the responsibility of the Corporation. The Corporation 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


reports the cost of the discounting as interest expense. Receivables sold in 2002 amounted to US $233.3 
million (2001 - US $292.3 million). Accounts receivable sold and outstanding under this Agreement as at 
December 31, 2002, amounted to US $21.5 million (2001 - US $35.6 million). 


16. RELATED PARTY TRANSACTIONS 

There were no related party transactions in 2002. Prior to the CPL reorganization, the Corporation, in 
the ordinary course of business, entered into arrangements with related companies for the provision of 
rail services, natural gas, financing and other management services. Related party expenses for the first 
nine months of 2001, prior to the reorganization were $198 million. The related party expenses for the 
year ended December 31, 2000 were $252 million. 


17. COMMITMENTS AND CONTINGENCIES 
The Corporation leases various mining equipment and vehicles at several of its operations. The mini- 
mum lease payments as at December 31, 2002 are as follows: 


(millions of Canadian dollars) 


2003 
2004 
2005 
2006 
Thereafter 


During the normal course of business activity, the Corporation is occasionally involved in litigation 
proceedings. Management considers the aggregate liability, if any, to the Corporation in respect of these 
actions and proceedings not material. 

The Corporation does not have any outstanding environmental claims asserted against it, and there 
are no known additional environmental liabilities outside of the ongoing reclamation obligations cre- 
ated through the continuance of the Corporation’s business operations except as noted below. Reclama- 
tion obligations are subject to estimation, and the eventual amounts expended may be materially dif- 
ferent from current estimates. 

On October 30, 2001, the Canadian Pacific Railway Corporation (CPR), by notice under Article 6 of the 
Arrangement Agreement entered into in connection with the Plan of Arrangement, asserted a claim 
against Fording relating to purported environmental damage at the former Mount Washington mine- 
site on Vancouver Island. The notice states that CPR, as the parent corporation to the registered title- 
holder of the mineral rights, was served with an Inspector’s Direction under the Fisheries Act (Canada) 
on June 26, 2001 wherein CPR and the third-party owner of the surface rights were directed to remedi- 
ate the Mount Washington minesite. CPR is claiming indemnification against Fording under the 
Arrangement Agreement on the basis that responsibility for remediation of the Mount Washington 
minesite relates to Fording’s business. On April 4, 2002, CPR, by letter, directed Fording, together with 
two other parties, to assume care and control of the remediation of the Mount Washington minesite. 
Fording disputes that it has any liability to CPR in connection with the Inspector's Direction or under the 
Arrangement Agreement. 

The Corporation is involved in proceedings pertaining to one of its pension plans which, in the event 
of an unfavourable outcome, would not have a material effect on the pension benefit obligation, but 
could result in a significant increase in funding requirements. 
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18. SEGMENT INFORMATION 

The Corporation has three operating segments: Mountain Operations, Prairie Operations and Indus- 
trial Minerals Operations. The Mountain Operations mine and process primarily metallurgical coal, 
principally for export, from three mines: Fording River, Greenhills and Coal Mountain, all of which are 
located in the Elk Valley region of southeastern British Columbia. The Prairie Operations primarily mine 
thermal coal for mine-mouth power plants from two mines at Genesee and Whitewood, both of which 
are located in central Alberta. The Prairie Operations also collect royalties from third-party mining of 
the Corporation’s mineral reserves at locations throughout the Prairie Provinces. A contract to remove 
overburden for an oil sand project at Mildred Lake, Alberta, expired in the third quarter of 2001. The 
Industrial Minerals Operations mine and process wollastonite and other industrial minerals from two 
operations in the United States and one operation in Mexico. Revenue is attributed on the origin of the 
product or service. 

The Corporation’s reportable segments are distinct, strategic business units that offer different prod- 
ucts and services. They are managed separately due to the different operational and marketing strate- 
gies required for each segment. 


(millions of Canadian dollars) December 31, 2002 


Mountain Prairie Industrial Corporate 
Operations Operations Minerals and Other Total 


Revenues 

Canada 
Domestic 
Export 

Foreign 


Cost of sales 

Selling, general and administration 
Depreciation and depletion 

Brooks capital expense 


Income from operations 


Provision for asset write-down (note 13) 
Reorganization costs 

Interest, net 

Income taxes 


Net loss 


Total assets 
Canada 
Foreign (note 13) 


Additions to capital assets 
Canada 
Foreign 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(millions of Canadian dollars) December 31, 2001 


Mountain Prairie Industrial Corporate 
Operations Operations Minerals and Other Total 


Revenues 

Canada 
Domestic 
Export 

Foreign 


Cost of sales 
Selling, general and administration 
Depreciation and depletion 


Income from operations 


Reorganization costs 
Interest, net 

Other 

Income taxes 


Net income 


Total assets 
Canada 
Foreign 


Additions to capital assets 
Canada 
Foreign 
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(millions of Canadian dollars) December 31,2000 


Mountain Prairie Industrial Corporate 
Operations Operations Minerals and Other Total 


Revenues 

Canada 
Domestic 
Export 

Foreign 


Cost of sales 
Selling, general and administration 
Depreciation and depletion 


Income from operations 


Interest, net 
Other 
Income taxes 


Net income 


Total assets 
Canada 
Foreign 


Additions to capital assets 
Canada 
Foreign 


The accounting policies used in these operating segments are the same as those described in the 
summary of significant accounting policies (note 2). 

The Corporation exports coal to one customer who accounts for 16.3% (2001 - 11.2%; 2000 - 13.6%) of 
the revenues of the Corporation. Another customer accounted for 10.6% of the revenues of the Corpora- 
tion in 2002, and one customer accounted for 10.0% of the revenues of the Corporation in 2001. Substan- 
tially all of the Corporation’s export coal is transported by one rail company to a Pacific coast port for 
which there are limited alternatives. Interruption of rail or port services could materially affect the Cor- 
poration’s results. 


19. RECLASSIFICATION 


Certain prior year’s figures have been reclassified to conform with the presentation adopted in 2002. 


20. SUBSEQUENT EVENTS 

On January 12, 2003, the Corporation entered into a Combination Agreement with Teck Cominco Limit- 
ed (“Teck”), Westshore Terminals Income Fund (“Westshore”), Ontario Teachers’ Pension Plan Board 
(“OTPP”) and Sherritt International Corporation (“Sherritt”) that, among other things, required that the 
Corporation reorganize the way in which equity in the business of the Corporation was held through a 
conversion into an income trust known as the Fording Canadian Coal Trust (“the Fund”). The reorganiza- 
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tion proceeded by Plan of Arrangement (the “Arrangement”) after receipt of shareholder approval at a 
meeting held February 19, 2003, and approval by the Court of Queen’s Bench of Alberta. 

Pursuant to the Arrangement, shareholders could elect to receive cash, units of the Fund, or a combi- 
nation of cash and units. The Corporation purchased metallurgical coal assets from the Luscar/CONSOL 
Joint Ventures in exchange for 6.4 million units of the Fund. Luscar is controlled by OTPP and Sherritt. 
The Arrangement also provided for the sale of the Corporation’s Prairie assets to Sherritt Coal Partner- 
ship Il, a partnership owned by OTPP and Sherritt, for cash consideration of $225 million plus an amount 
for working capital and a royalty on future expansion of production from the Prairie assets beyond cur- 
rent levels up to 5% of gross revenues from such expansion. 

Teck and Westshore each paid $150 million for 4.3 million units of the Fund, OTPP paid $275 million 
for 7.9 million units and Sherritt paid $100 million for 2.9 million units of the Fund. On completion of 
the transaction there were 47.1 million units of the Fund outstanding. The Corporation made a payment 
of $50 million to OTPP and Sherritt, and a payment of $25 million to Teck and Westshore under the terms 
of the Arrangement. The Corporation also arranged a new credit facility whereby it drew down $335 mil- 
lion to replace existing debt, pay costs of the transaction, pay two special distributions, complete the 
funding to existing shareholders, and for issued and outstanding Letters of Credit. 

The Arrangement also provided for the creation of the Fording Coal Partnership (“the Partnership”). 
Pursuant to the Arrangement, Fording transferred its metallurgical coal and other assets (including the 
assets purchased from Luscar, but excluding the Industrial Minerals Operations) and Teck transferred its 
Elkview mine and other metallurgical coal assets into the Partnership that is owned 65% by the Fund 
and 35% by Teck. Teck will have the opportunity to increase its interest in the Partnership by a total of 5% 
over the first four years of the Partnership if certain synergy levels are achieved. 

The Corporation has recorded costs of $12 million in 2002 related to the transaction, and estimates a 
further $26 million to complete the transaction. 

All outstanding options to purchase shares of the Corporation became fully vested at the effective 
date of the transaction. 

The Combination Agreement also provides for two special distributions to unitholders. The special 
distributions in the aggregate amount of $70 million are to be paid to holders of record on March 31, 
2003 and June 30, 2003. 


21. UNITED STATES ACCOUNTING PRINCIPLES AND REPORTING 

The consolidated financial statements of the Corporation have been prepared in accordance with 
generally accepted accounting principles (GAAP) in Canada. The material differences between Canadian 
and United States GAAP (US GAAP) relating to measurement and recognition are explained below, along 
with their effect on the Corporation’s statements of consolidated income and consolidated balance 
sheet. There are no material differences on the consolidated cash flow statements. Certain additional 
disclosures as required under US GAAP have not been provided as permitted by the Securities and 
Exchange Commission (SEC). 


DERIVATIVE INSTRUMENTS AND HEDGING 

For US GAAP purposes, the Corporation adopted FASB Statement No. 133 (FAS 133) “Accounting for 
Derivative Instruments and Hedging Activities” effective January 1, 2001. FAS 133 requires that all deriva- 
tives be recorded on the balance sheet as either assets or liabilities at their fair value. Changes in the 
derivatives’ fair values are recognized in current period net income unless specific hedge accounting cri- 
teria are met. As of December 31, 2001, management had not designated any instruments as hedges for 
US GAAP purposes under FAS 133. Effective January 1, 2002, the Corporation chose to designate all new 
foreign exchange forward contracts as hedges under FAS 133 and implement hedge accounting for those 
contracts. Forward contracts designated as hedges will not impact current period earnings under US or 
Canadian GAAP. 
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COMPREHENSIVE INCOME 

FASB Statement No. 130 “Reporting Comprehensive Income” requires the disclosure, as other compre- 
hensive income, of the change in equity from transactions and other events from non-owner sources 
during the period. Canadian GAAP does not require similar disclosure. Other comprehensive income 
arose from foreign currency translation, minimum pension liability adjustments and the unrealized 
loss on derivative instruments identified as hedges. 


JOINT VENTURES 

US GAAP requires investments in joint ventures to be accounted for under the equity method, while 
under Canadian GAAP the accounts of joint ventures are proportionately consolidated. However, under 
rules promulgated by the SEC, a foreign registrant may, subject to the provision of additional informa- 
tion, continue to follow proportionate consolidation for the purposes of registration and other filings, 
notwithstanding the departure from US GAAP. Consequently, the consolidated balance sheets have not 
been adjusted to restate the accounting for joint ventures under US GAAP. Additional information con- 
cerning the Corporation’s interests in joint ventures is presented in note 15(C). There are no material dif- 
ferences between the information in note 15(C) prepared under Canadian GAAP and US GAAP. 


START-UP COSTS 

Effective for years beginning on or after December 15,1998, US GAAP requires that expenses associat- 
ed with the start-up of an operation be recognized in income during the period that the costs are 
incurred. Under Canadian GAAP, start-up costs are capitalized and amortized over future periods. 


EMPLOYEE FUTURE BENEFITS 

In accordance with FASB Statement No. 87 “Employers’ Accounting for Pensions” the Corporation 
recorded an additional pension liability for underfunded pension plans representing the excess of 
unfunded accumulated benefit obligations over the pension liabilities recorded under Canadian GAAP. 
The increase in liabilities required for US GAAP is charged directly to shareholders’ equity, net of related 
deferred income taxes. 


ASSET IMPAIRMENT 

Effective December 15, 2001, US GAAP requires following the provisions of Statement of Financial 
Accounting Standards No. 144 “Accounting for the Impairment or Disposal of Long-Lived Assets”, which 
applies to all long-lived assets. 

Under Canadian GAAP, when conditions exist that indicate long-lived assets may be impaired, the 
Corporation compares the net cash flows, including interest costs, from the long-lived assets to the car- 
trying amount. If the carrying amount exceeds the net cash flows, the asset is written down by a charge 
to earnings for the excess amount. Under US GAAP, when conditions exist that indicate a long-lived 
asset may be impaired, the Corporation compares the net cash flows, excluding interest costs, from the 
long-lived assets to the carrying amount. If the carrying amount exceeds such net cash flows, the asset 
is written down to its fair value by a charge to earnings. This difference in accounting principles did not 
result in a different value for the Corporation as the write-down, as determined under Canadian GAAP, 
approximates the write-down to fair value that would be required under US GAAP. The $140 million 
write-down recognized on the Industrial Minerals Mexican operations would have been included in 
income from operations for US GAAP purposes. 
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STOCK-BASED COMPENSATION 

Under FASB Interpretation No. 44 “Accounting for Certain Transactions involving Stock Compensation”, 
a compensation expense must be recorded if the intrinsic value of stock options is not exactly the same 
immediately before and after an equity restructuring. As a result of the CPL reorganization (note 1), CPL 
underwent an equity restructuring which resulted in replacement options in new Fording Inc. stock 
having a different intrinsic value after the restructuring than prior to the restructuring. Canadian GAAP 
does not require revaluation of these options. 


DISCLOSURE OF GUARANTEES 

FASB Interpretation No. 45 “Guarantor’s Accounting and Disclosure Requirements for Guarantees, 
Including Indirect Guarantees of Indebtedness of Others” elaborates on the disclosures to be made bya 
guarantor in its interim and annual financial statements about its obligations under certain quaran- 
tees that it has issued. It also clarifies that a guarantor is required to recognize, at the inception of a 
guarantee, a liability for the fair value of the obligation undertaken in issuing the guarantee. The initial 
recognition and initial measurement provisions of this Interpretation are applicable on a prospective 
basis to guarantees issued or modified after December 31, 2002, irrespective of the guarantor’s fiscal 
year-end. The disclosure requirements in this Interpretation are effective for financial statements of 
interim or annual periods ending after December 15, 2002. There is no impact on disclosure made by the 
Corporation as a result of this interpretation. 


RECENT PRONOUNCEMENTS 

The following pronouncements are currently being evaluated by the Corporation. 

In June 2001, FASB issued Statement No. 143, “Accounting for Asset Retirement Obligations (FAS 143)”. 
FAS 143 requires that an asset retirement obligation be recognized as a liability, measured at fair value, 
in the period in which the obligation is incurred if a reasonable estimate of fair value can be made. The 
associated asset retirement costs are capitalized as part of the carrying amount of the long-lived asset 
and amortized to expense over the asset’s useful life. FAS 143 is effective for financial statements issued 
for fiscal years beginning after June 15, 2002. The impact of FAS 143 on the financial statements of the 
Corporation has not yet been determined. 

FASB issued Statement No. 146 (FAS 146) “Accounting for Costs Associated with Exit or Disposal Activi- 
ties” which is effective for exit or disposal activities initiated after December 31, 2002. FAS 146 requires 
recognition of a liability for costs associated with an exit or disposal activity only when the liability is 
incurred, and establishes that initial measurement of the liability be at fair value. 

FASB issued Statement No. 145 (FAS 145)”Rescission of FASB Statements No. 4, 44 and 64, Amendment 
of FASB Statement No. 13, and Technical Corrections” in 2002. This Statement rescinds or amends several 
FASB statements and other existing authoritative pronouncements to make various technical correc- 
tions, clarify meanings, or describe their applicability under changed conditions. Adoption of FAS 145 is 
not expected to have an impact on the Corporation. 

FASB Statement No. 148 (FAS 148) “Accounting for Stock-based Compensation” amends FASB State- 
ment No. 123 “Accounting for Stock-based Compensation” to provide alternative methods of transition 
for an entity that changes to the fair-value-based method of accounting for stock-based employee com- 
pensation. FAS 148 also requires disclosure in annual and interim financial statements about the 
method of accounting for stock-based employee compensation and the effect of the method used on 
reported results. 

In July 2002, the FASB issued an exposure draft “Consolidation of certain special-purpose entities, 
and interpretation of ARB 51”. The proposed Interpretation would address consolidation of special-pur- 
pose entities (SPEs) to which the usual conditions for consolidation as described in Accounting Research 
Bulletin No. 51 “Consolidated Financial Statements” do not apply. The new interpretation is not expected 
to have an impact on the Corporation. 
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Net income is reconciled from Canadian to US GAAP in the following manner: 


Years ended December 31 
(millions of Canadian dollars) 2002 2001 2000 


Net (loss) income — Canadian GAAP (70.9) $ GAO. eS 34.6 
Increase (decrease) by 
Derivative instruments — foreign exchange forward contracts 78.5 (88.6) (103.0) 
Income tax recovery (expense) on the above item (23.1) 32.8 38.1 
Stock-based compensation expense (1.8) (3.2) - 


Net (loss) income — United States GAAP (17.3) 35.6 (30.3) 


Other comprehensive income 
Pension costs net of tax of $3.5 million 

(2001- $2 million; 2000 — Nil) ; (3.3) 
Unrealized loss on derivative instruments — foreign 

exchange forward contracts, net of tax of 

$2.6 million (2001— Nil; 2000 — Nil) : - 
Foreign currency translation adjustments : 14.4 


Comprehensive (loss) income : 46.7 


Basic (loss) earnings per share : 0.68 


Diluted (loss) earnings per share E 0.68 (0.57) 


Had the consolidated balance sheet been prepared under US GAAP, the balances would have been 
higher (lower) under US GAAP as follows: 
As at December 31 
(millions of Canadian dollars) 2002 2001 
Assets 
Capital assets (0.8) $ (0.8) 
Deferred income tax asset 53.0 69.9 


Total assets 52.2 69.1 


Liabilities and shareholders’ equity 
Current liabilities 
Derivative instruments — foreign exchange forward contracts 
Deferred liabilities 
Derivative instruments — foreign exchange forward contracts 
Pension liability 


Total liabilities 


Equity 

Other paid in capital 

Foreign currency translation adjustments 
Accumulated other comprehensive income 
Retained earnings 


Total liabilities and shareholders’ equity 
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10-YEAR SUMMARY 


2002 

MOUNTAIN OPERATIONS 
Sales (millions of MTCC) 12.3 
Average $US price per MT 5S wl S 
Average $CDN price per MT $ 62 $ 
Production (millions of MTCC) 

Total 14.0 

Net production®) 13.3 
Total material moved (mitiions of BcM) 131.1 


PRAIR IE OPERATIONS (thermal coal only) 
Coal delivered (mittions of mr) 6.4 
Total material moved (mitions ofecm) 55.2 


INDUSTRIAL MINERALS OPERATIONS 
Sales (thousands of MT) 


Wollastonite 84 
Tripoli and other 15 
EMPLOYEES AT YEAR-END 1,855 


2001 


16.8 
15.8 
151.4 


5.6 
45.4 


99 
16 


1,917 


FINANCIAL SUMMARY (millions of Canadian dollars, except per share amounts) 


Operating Results 


Revenues 882.2 
EBITDA®) 224.1 
Income from operations 146.0 
Net (loss) income (70.9) 
Cash flow 140.3 
Capital expenditures 51.5 
Basic (loss) earnings per share®) —(1.38) 
Diluted (loss) earnings per share®) (1.38) 
Return on capital employed 17% 
Balance Sheet 

Working capital 161.7 
Total assets) 909.4 
Net debt“) 136.1 
Shareholders’ equity 448.7 
Net debt to net debt plus equity) 23% 


1,000.4 
246.2 
176.4 

94.6 
158.5 
65.3 
1.80 
1.80 
19% 


140.6 
1,040.3 
128.2 
588.2 
18% 


2000 1999 
5.1 14.2 
349) 36. $ 
SOt> a 507.5 
15.7 14.6 
14.8 3.8 
144.9 133-0 
55 5-9 
44.6 46.1 
125 123 
21 20 
1,909 1,924 
896.1 855.6 
159.8 137.1 
85.5 63.3 
34.6 26.7 
118.4 99.3 
39.1 38.2 
0.66 0.51 
0.66 0.51 
9% 6% 
99-7 129.7 

994.7 1,076.9 
151.8 239.6 
525.5 562.0 
22% 30% 


O U A RT E R LY S U M M AR Y (millions of Canadian dollars, except per share amounts) 


Q4’02 


212.4 


1998 


13.7 
12.9 
136.9 


6.2 
46.3 


110 
21 


1,970 


906.1 
197.8 
129.3 

65.7 

142.8 

68.4 
NM 
NM 
B% 


184.2 
1,174.2 
340.4 

571.0 

37% 


Qi’02 


221.5 


26.5 


2002 
Revenues 882.2 
Income from operations 
Mountain Operations 126.3 
Prairie Operations 37.1 
Industrial Minerals Ops. (0.4) 
Corporate (17.0) 
146.0 
Interest and other expenses 17.0 
Write-down of fixed assets") 140.0 
Income taxes 59.9 
Net (loss) income (70.9) 
Basic (loss) earnings pershare $ (1.38) 


Dividends per share 


Notes: 


(2.35) 


Gis Ss 


Q3’02 Q2’02 
212.2 236.1 
28.8 34.9 

en 10.6 
(1.1) 0.6 
(9.8) (2.6) 
25.6 43.5 

1.8 1.3 
14.8 20.0 
9.0 PLP 
0.18 $ 0.43 $ 


0.15 $ 0.125 $ 


(1) A joint venture partner in the Greenhills Operations takes its 20% share of production in kind. 

(2) EBITDA is defined as earnings before depreciation, depletion, non-operating expenses, interest and taxes. 
(3) Fording shares began trading on the TSX and NYSE during 2001. Prior year EPS figures may not be meaningful (NM). 
(4) During the period 1992 through 1995, Fording was involved with specific investment and associated debt financing arrangements with companies within the Canadian Pacific Limited group. These 


transasctions were not directly related to Fording’s operations. 
(5) Long- and short-term debt minus cash. 
(6) Net debt divided by sum of net debt and equity. 


0.33 $ 
0.125 


1997 1996 
13.5 124 
46 $ 46 
65 $ 64 
14.8 B.9 
3.9 B.O 
149.5 131.8 
6.4 6.2 
46.6 46.6 
100 86 
22 19 
1,937 1,816 
1,014.3 915.0 
258.0 213.2 
196.7 162.4 
146.4 109.4 
235.8 175.1 
223.4 159.8 
NM NM 
NM NM 
24% 22% 
159.0 88.8 
1,121.1 922.1 
328.5 234.8 
530.1 445.3 
38% 35% 
2001 Qa4’o1 
1,000.4 234.9 
142.0 39.3 
40.0 7.8 
2.4 (0.4) 
(8.0) (3.1) 
176.4 43.6 
12.6 3.8 
69.2 11.6 
94.6 28.2 
ikexe) Soya 
$ 0.125 


(7) The Corporation recorded a provision for asset impairment related to the Minera NYCO operation in Mexico in the fourth quarter of 2002. 


1995 1994 1993 
11.4 9.2 7.6 
oP 44 eo) 42s 46 
$ 60 $ Ko 5S 
12.1 10.1 8.4 
11.3 9.5 8.0 
120.0 101.9 81.3 
6.3 6.2 4.3 
45.4 48.1 29.8 
81 75 64 

19 22 20 
1,786 1,737 1,712 
821.9 648.8 566.8 
183.9 138.7 123.3 
138.3 96.5 85.3 
86.0 61.6 52.8 
161.0 124.4 108.1 
114..3 65.4 117.0 
NM NM NM 
NM NM NM 
21% 16% 16% 
65.8 70.9 35.5 
1350.6 1,266.0 1,090.1 
7377 =—-730.3 622.7 
296.7 257.8 234.2 
1% 74% 73% 
Q3’01 Q2’01 Q1’01 
239.3 283.4 242.8 
37.6 44.1 21.0 
9.8 11.4 11.0 
of 1.8 (0.1) 
(1.7) (1.5) (1.7) 
46.8 55.8 30.2 
2.5 3.4 2.9 
22.0 21.4 14.2 
22.3 31.0 3.1 
Odes) OSG. S = 0.25 
NM NM NM 
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